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APEC  AND  OECD:  INTERNATIONAL  FOCUS  ON 
SMALL  BUSINESS 


WEDNESDAY,  FEBRUARY  23,  1994 

House  of  Representatives, 
Committee  on  Small  Business, 

Washington,  DC. 

The  committee  met,  pursuant  to  notice  at  10:15  a.m.,  in  room 
2359-A,  Rayburn  House  Office  Building,  Hon.  John  J.  LaFalce 
(chairman  of  the  committee)  presiding. 

Chairman  LaFalce.  The  Small  Business  Committee  will  come  to 
order.  First,  let  me  apologize  for  being  late.  I  had  my  annual  phys- 
ical this  morning.  Doctor  assured  me  we  would  finish  by  9:45,  but 
that  was  in  error. 

Ms.  Danner.  We  hope  you  are  well  and  healthy,  Mr.  Chairman. 

Chairman  LaFalce.  So  far,  we  will  see.  I  hate  to  be  late  and  I 
hate  to  keep  the  Members  and  witnesses  waiting.  Again,  I  apolo- 
gize very  much.  But  let  us  begin. 

During  the  past  year,  we  have  witnessed  heavy  policy  and  media 
attention  directed  to  international  economic  issues:  Amongst  these 
the  GATT  Uruguay  Round,  NAFTA,  G-7  Economic  Summit  in 
Tokyo,  the  European  Monetary  Union,  bilateral  trade  negotiations 
with  Japan,  et  cetera.  The  concerns,  role,  and  importance  of  small- 
and  medium-size  business  and  issues  that  affect  it  are  inevitably 
limited  to  domestic  policy  discussions. 

This  perspective,  however,  changed  in  two  international  organi- 
zations last  fall.  In  November  at  the  Asia  Pacific  Economic  Co- 
operation Ministerial  Meeting  hosted  by  the  United  States  in  Se- 
attle, referred  to  by  Dr.  Berstgen  as  Sunrise  in  Seattle,  ministers 
agreed  to  a  1994  work  program  for  the  APEC  Committee  on  Trade 
and  Investment.  This  newly  established  committee  has  included 
small-medium  enterprises  in  its  work  program  for  this  year. 

The  program  states  that  the  committee  will  "examine  the  APEC 
environment  for  small-  and  medium-enterprises  and  possible 
means  to  enhance  their  trade  and  investment  activity  in  the  re- 
gion." 

Almost  simultaneously,  halfway  around  the  globe  in  Paris,  a 
newly  established  working  party  of  the  OECD,  or  Organization  for 
Economic  Cooperation  and  Development,  convened  for  the  first 
time  to  consider  policies  related  to  small  business.  Specifically,  the 
Working  Party  on  Small  and  Medium  Enterprises,  was  character- 
ized as  "a  unique  forum  for  policymakers  that  will  provide  an  inter- 
national perspective  and  will  assist  in  analyzing  and  assessing  is- 
sues and  policies  related  to  the  SME  sector  in  the  short  and  long 
term." 
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The  first  session  of  the  Working  Party,  according  to  the  OECD 
delegates,  confirmed  the  need  for  the  OECD  to  play  a  larger  and 
more  active  role  in  the  area  of  policies  for  small-  and  medium-en- 
terprises. 

The  United  States  is  uniquely  positioned  to  actively  participate 
and  lead  when  appropriate  in  these  international  initiatives.  Small 
and  medium  businesses  in  the  United  States  have  been  central  to 
policy  development  and  decisions  on  a  range  of  issues.  Small  and 
medium  businesses  have  enjoyed  legislative  provisions  in  authoriz- 
ing legislation  for  many  traae  and  investment  programs  such  as 
those  in  Eximbank,  the  Overseas  Private  Investment  Corp.  and  the 
Agency  for  International  Development. 

We  nave  an  opportunity  to  not  only  share  our  expertise  and  ex- 
perience with  other  nations,  but  also  to  create  new  avenues  of  eco- 
nomic opportunity  for  U.S.  small  and  medium  businesses  in  the 
international  arena.  The  time  is  propitious  to  do  so. 

Asia  provides  an  excellent  potential  for  U.S.  small  business  ac- 
tivities. At  the  same  time  that  the  increase  in  personal  income  and 
creation  of  manufacturing  jobs  in  the  U.S.  depends  on  exports, 
Asia's  share  of  world  economic  output  has  increased  to  over  25  per- 
cent. Asian  economies  are  growing  three  times  faster  than  those  of 
the  established  industrialized  nations.  No  wonder  the  Clinton  ad- 
ministration sees  such  great  potential  for  trade  growth  in  this  re- 
gion. 

Moreover,  more  than  40  percent  of  U.S.  total  trade  exports  and 
imports  is  conducted  within  the  Asia  Pacific  region.  In  1992,  nearly 
50  percent  of  U.S.  exports  went  to  APEC  members,  while  59  per- 
cent of  U.S.  imports  came  from  APEC  members.  The  largest  U.S. 
trade  deficits  are  with  Japan,  $58  billion;  China,  $20  billion,  and 
Taiwan,  $10  billion. 

It  is  clear  that  the  Asia  Pacific  region  has  a  bright  economic  fu- 
ture in  which  U.S.  small-  and  medium-size  businesses  can  partici- 
pate. It  is  also  clear  that  cooperation  in  concrete  ways  on  small 
business  policy  issues  with  our  industrial  country  partners  in  the 
OECD  can  offer  considerable  potential  benefit  to  our  small  busi- 
nesses. So,  we  convene  this  morning  to  explore  these  possible  bene- 
fits, to  clarify  the  potential  avenues  of  cooperation,  and  to  help  illu- 
minate the  policy  paths  the  United  States  might  take  in  both 
APEC  and  the  OECD. 

[Chairman  LaFalce's  statement  may  be  found  in  the  appendix.] 

We  begin  this  morning  with  Dr.  C.  Fred  Bergsten,  director  of  the 
Institute  for  International  Economics.  Dr.  Bergsten  testifies  this 
morning  as  chairman  of  the  Eminent  Persons  Group  to  APEC  Min- 
isters, a  body  of  11  individuals  from  11  APEC  countries. 

Each  of  the  APEC  countries  has  a  person  who  is  designated  as 
an  eminent  person.  The  eminent  persons  have  a  chairman,  the 
most  eminent  of  all  the  eminent  persons  is  our  own  Dr.  C.  Fred 
Bergsten.  Don't  let  that  go  to  your  head,  Fred.  The  group  was 
tasked  to  develop  and  define  a  vision  for  APEC.  This  it  did  in  the 
report  entitled,  appropriately,  "A  Vision  for  APEC,  Toward  an  Asia 
Pacific  Economic  Community." 

The  APEC  ministers  welcomed  the  challenge  presented  in  the  re- 
port with  its  10  recommendations  and  asked  the  Eminent  Persons 
Group  to  continue  its  work  this  year. 


Dr.  Bergsten,  we  welcome  you  and  look  forward  to  your  presen- 
tation and  analysis  of,  as  you  recently  described  it,  the  Sunrise  in 
Seattle. 

The  panel  following  Dr.  Bergsten  will  give  us  the  nuts  and  bolts 
of  the  APEC  and  OECD  initiatives  for  small  business.  We  will  hear 
testimony  from  Ms.  Sandra  O'Leary,  the  State  Department's  Dep- 
uty Assistant  Secretary  for  East  Asian  and  Pacific  Affairs,  who  is 
a  United  States  Senior  Official  to  APEC.  Next  we  will  hear  from 
Mr.  Giordano  Chiaruttini,  Deputy  Director  of  the  Office  of  Inter- 
national Trade  with  the  SBA,  who  will  describe  the  fledgling  work 
of  the  OECD  on  small  business.  Mr.  Chiaruttini  is  not  only  the 
U.S.  representative,  but  also  the  vice  chairman  of  the  Working 
Party  on  Small  and  Medium  Enterprises.  A  Canadian,  Mr.  Ian 
Donald,  was  elected  the  chairman  of  that  working  party. 

Also  representing  the  administration  to  answer  questions  and 
provide  their  agency's  perspective  are  Ms.  Nancy  J.  Adams,  Assist- 
ant U.S.  Trade  Representative  for  Asia  Pacific  Economic  Coopera- 
tion at  USTR,  as  well  as  U.S.  Senior  Official  for  APEC.  Mr.  Peter 
Cashman  is  Acting  Deputy  Assistant  Secretary  for  Asia  and  Pacific 
at  the  Department  of  Commerce. 

We  welcome  you  all  this  morning  and  look  forward  to  your  testi- 
mony. Before  I  call  on  Dr.  Bergsten,  is  there  any  opening  state- 
ment, Mr.  Manzullo? 

Mr.  Manzullo.  I  have  written  statements  on  behalf  of  Ms.  Mey- 
ers of  Kansas  and  Mr.  Ramstad.  I  would  like  permission  to  insert 
those  into  the  record. 

Chairman  LaFalce.  Without  objection  so  ordered. 

[Ms.  Meyers'  statement  may  be  found  in  the  appendix.] 

[Mr.  Ramstad's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Anything  else?  Mr.  Sarpalius. 

Mr.  Sarpalius.  Thank  you,  Mr.  Chairman.  I  want  to  thank  you 
for  holding  this  hearing  today.  I,  too,  have  considerable  interest  in 
this  subject  and  have  held  hearings  in  the  subcommittee  which  I 
chair  relating  to  exports. 

During  my  subcommittee's  investigation  we  found  some  startling 
statistics  regarding  our  competitors  in  the  global  market.  For  in- 
stance, in  the  Pacific  Rim  where  growth  rates  are  6  to  7  percent 
per  year,  these  countries  now  control  a  bigger  share  of  the  world 
exports.  By  1998  the  Pacific  Rim  countries  will  export  $23  of  mer- 
chandise for  every  $100  exported  by  their  competitors  in  industri- 
alized nations.  This  will  equal  about  $100  billion  in  additional  ex- 
ports or  roughly  the  export  volume  of  Canada. 

I  am  interested  to  hear  how  these  agencies  are  working  together 
to  secure  a  foothold  in  foreign  markets  for  our  small  businesses,  al- 
though we  must  remember  if  we  don't  have  the  players  to  play  on 
the  field,  our  efforts  will  be  in  vain.  I  strongly  believe  that  as  we 
open  up  markets  we  need  to  make  sure  we  have  the  small  busi- 
nesses that  can  fill  the  void. 

We  must  remember  that  for  every  $1  billion  we  increase  in  trade, 
it  will  generate  20,000  jobs  here  at  home.  Again,  Mr.  Chairman,  I 
commend  you  for  your  insight  to  hold  this  hearing  and  I  look  for- 
ward to  the  testimony. 

Chairman  LaFalce.  Are  there  any  other  opening  statements? 

Mr.  Knollenberg. 


Mr.  Knollenberg.  Thank  you,  Mr.  Chairman.  I  thank  you  for 
holding  this  meeting  this  morning.  I  will  be  anxious  to  hear  the 
testimony  of  the  participants. 

As  dynamic  enterprises,  small  businesses  continue  to  drive  our 
economy,  as  has  been  stated,  creating  all  the  new  jobs  in  the  last 
10  or  12  years,  developing  innovative  products  and  means  of  pro- 
duction. I  am  pleased  that  the  international  community  through 
APEC  and  the  OECD  has  recognized  the  importance  of  these  busi- 
nesses. Through  their  working  groups  on  small  enterprise  they 
have  shown  a  desire  to  work  toward  a  mutually  beneficial  goal  of 
expanding  cooperation  creating  free  trade  and  sharing  experiences 
of  both  opportunities  and  pitfalls.  But  I  think  Congress  has  to  do 
something  more  than  that.  We  have  to  ensure  that  small  busi- 
nesses have  the  opportunity  to  prosper  in  this  new  era  of  inter- 
national cooperation. 

Congressional  efforts  shouldn't  be  just  style.  They  should  be  sub- 
stance. There  should  be  something  that  small  business  can  derive 
from  the  process  that  is  being  developed  and  discussed  today.  Most 
importantly,  we  must  lessen  the  regulatory  burden  on  American 
small  business  in  order  to  maximize  their  ability  to  operate  and 
compete  internationally. 

I  just  cite  a  couple  of  items  that  I  think  are  significant.  Reputa- 
ble academic  studies  say  that  regulation  imposes  anywhere  from 
$300  to  $510  billion  in  annual  costs  on  the  private  sector  economy. 
We  are  talking  about  small  business.  In  addition  to  that,  local  gov- 
ernments spend  somewhere  between  $30  billion  to  $40  billion  a 
year  simply  trying  to  comply  with  the  Federal  regulations.  So, 
what  we  do  today  and  what  we  hear  from  these  folks  today  is  sig- 
nificant, but  let's  hope  that  we  can  channel  it  into  something  mean- 
ingful where  we  can  see  small  business  benefiting  by  virtue  of  what 
seems  to  be  a  new  open  door  to  expanding  trade. 

I  look  forward,  again,  to  hearing  the  testimony  of  the  various  in- 
dividuals and  I  thank  you,  Mr.  Chairman,  for  the  opportunity  to 
hear  their  testimony. 

Chairman  LaFalce.  Are  there  any  other  opening  statements? 

Dr.  Bergsten,  we  look  forward  to  hearing  from  you. 

TESTIMONY  OF  C.  FRED  BERGSTEN,  DIRECTOR,  INSTITUTE 
FOR  INTERNATIONAL  ECONOMICS,  AND  CHAIRMAN,  APEC 
EMINENT  PERSONS  GROUP 

Dr.  Bergsten  Thank  you  very  much,  Mr.  Chairman.  I  appreciate 
another  opportunity  to  appear  before  the  committee  and  particu- 
larly to  focus  with  you  again  on  the  potential  of  expanding  the 
international  opportunities  for  small  and  medium  business,  which 
as  you  say,  is  one  of  the  most  dynamic  forces  in  our  own  economy 
and,  as  we  are  learning  from  our  discussions  with  other  countries, 
an  increasingly  dynamic  element  of  other  economies  as  well. 

Right  off  the  bat,  I  will  assure  you  that  in  the  APEC  context  you 
have  a  lot  of  allies.  Japan  has  taken  the  initiative  to  convene  a 
meeting  of  ministers  of  the  APEC  countries  that  are  responsible  for 
small  and  medium  business  to  talk  about  the  opportunities  that 
could  exist  on  the  regional  level. 

The  Indonesians  are  now  the  fourth  largest  country  in  the  world 
in  terms  of  population  and  have  taken  over  from  the  United  States 


1 


the  chair  of  APEC  for  this  year.  They  will  be  hosting  this  year's 
ministerial  and  summit  meetings  in  Indonesia.  They  have  put  on 
their  very  top  priority  list  the  issue  of  small  and  medium  business 
and,  with  Indonesia  as  the  chair,  you  can  be  assured  that  there  is 
going  to  be  a  great  deal  of  attention  paid  to  these  issues  this  year. 

So  right  off  the  top,  before  I  even  talk  about  my  own  work  and 
the  vision  oif  the  Eminent  Persons  Group,  I  assure  you  that  you  are 
in  good  company.  You  have  many  allies  in  other  key  countries 
around  the  APEC  region,  and  I  think  it  is  fair  to  say  that  the  issue 
you  are  considering  will  be  getting  a  lot  of  attention  and  receive 
very  high  priority  in  the  Asia  Pacific  Economic  Cooperation  context 
not  just  this  year  but  in  the  years  ahead  as  well. 

The  Eminent  Persons  Group  that  I  chair  was  created  by  the 
APEC  ministers  in  late  1992.  They  felt  the  time  had  come  to  con- 
vert APEC  from  an  organization  that  had  one  meeting  a  year  and 
some  fairly  low  level  working  groups  into  something  much  more 
meaningful  and  to  at  least  consider  seriously  converting  the  APEC 
into  a  substantive,  effective,  operational  international  economic  or- 
ganization. 

One  of  the  paradoxes  that  my  group  identified  very  early  in  our 
work  was  that  the  Asia  Pacific  has  been  at  the  same  time  the  most 
dynamic  area  of  the  world  economy  for  the  last  two  or  three  dec- 
ades and  the  only  area  of  the  world  that  has  not  had  any  meaning- 
ful regional  economic  organization. 

The  Asia  Pacific  region  has  been  shielded  or  provided  an  um- 
brella by  the  global  institutions— the  GATT,  the  International  Mon- 
etary Fund  and  the  like.  The  Asia  Pacific  has  not  until  now  seen 
the  need  for  a  regional  institution  to  preserve  its  dynamic  economic 
integration  and  rapid  growth.  But  the  APEC  ministers  judged  in 
late  1992  that  there  might  well  be  a  need  to  create  a  meaningful 
economic  institution  in  the  region. 

Therefore,  doubting  that  their  bureaucrats  would  come  up  with 
anything  very  imaginative,  they  decided  to  create  a  group  ap- 
pointed oy  governments,  but  not  representing  governments,  to  pro- 
vide a  vision  for  the  region.  That  was  the  origin  of  this  Eminent 
Persons  Group.  We  were  named  early  in  1993,  began  our  work 
about  a  year  ago,  met  intensively  through  the  course  of  the  year 
and  produced  the  document  called,  "A  Vision  for  APEC,"  which  we 
transmitted  to  the  ministers  last  fall,  and  which  I  presented  orally 
to  the  ministers  in  Seattle  last  November.  I  am  delighted  to  say  the 
report  was  both  the  focus  of  most  of  the  discussion  in  the  ministe- 
rial meeting  and  much  of  the  discussion  at  the  summit  meeting 
subsequently  chaired  by  President  Clinton,  and  that  it  also  led  to 
a  series  of  actions  already  coming  out  of  Seattle — the  "Sunrise  at 
Seattle,"  as  I  called  it  in  my  review  article — which  I  think  does  set 
the  APEC  on  the  path  toward  becoming  a  meaningful  international 
economic  institution. 

It  is  still  going  to  be  quite  a  while  until  APEC  even  begins  to 
rephcate  the  GATT  or  the  NAFTA,  let  alone  the  European  Union 
or  any  of  the  more  far-reaching  efforts  to  generate  deep  economic 
integration.  Nevertheless,  it  has  already  achieved,  in  my  view, 
some  important  concrete  successes  and  it  is  clearly  on  tne  way 
down  this  path.  So,  what  I  thought  I  would  do  in  just  a  few  min- 
utes is  summarize  very  briefiy  the  vision  that  we  laid  out  for  the 


APEC  community  last  year  and  the  results  to  date.  In  other  words, 
I  hope  to  provide  the  framework  within  which  your  more  specific 
concerns  can  be  addressed. 

I  want  to  make  clear  that  I  personally  and  all  members  of  the 
Eminent  Persons  Group,  while  appointed  by  governments,  do  not 
represent  governments.  In  fact,  the  intention  of  our  group  was  to 
avoid  the  usual  constraints  that  affect  government  officials  as  we 
try  to  push  the  envelope  and  lay  out  a  vision  for  the  direction  of 
APEC  and  what  it  could  become. 

Chairman  LaFalce.  When  were  you  appointed,  Fred? 

Mr.  Bergsten.  In  January  1993. 

Most  of  the  other  members  were  appointed  about  the  same  time. 
We  began  meeting  in  early  March,  a  year  ago.  We  had  a  series  of 
meetings  through  the  year  and,  as  I  said,  presented  our  report  to 
and  met  with  the  ministers  in  Seattle  in  November.  That  was  the 
origin  of  the  process. 

Coming  out  of  Seattle,  incidentally,  was  an  extensive  additional 
mandate  for  our  group.  So,  we  are  an  ongoing  group  not  a  one-shot 
operation. 

I  don't  know  how  long  we  will  continue.  I  told  the  ministers  we 
were  happy  to  keep  working  as  long  as  we  meet  the  market  test. 
As  long  as  they  find  our  work  useful,  we  are  happy  to  stay  in  busi- 
ness. 

They,  in  fact,  gave  us  an  extensive  new  mandate  in  Seattle:  To 
flesh  out  in  more  detail  the  broad  vision  that  we  had  laid  out  for 
them  in  our  first  report  and  that  will  begin  to  address  exactly  the 
issues  you  are  talking  about,  small  and  medium  enterprise.  We  did 
not  devote  a  lot  of  attention  to  that  issue  in  our  initial  report  be- 
cause we  were  laying  out  a  broad  vision.  We  didn't  go  into  much 
operational  detail. 

Now,  we  have  been  asked  to  go  into  those  issues  more  exten- 
sively. I  do,  though,  want  to  make  a  very  clear  distinction  between 
what  our  Eminent  Persons  Group  does  and  what  the  Government 
officials  do.  It  is  our  mandate  to  essentially  lay  out  visions,  goals, 
and  strategies,  and  we,  of  course,  not  being  Government  officials, 
are  not  in  the  business  of  trying  to  implement  them. 

So  the  panel  that  follows,  quite  appropriately,  includes  the  peo- 
ple who  are  on  the  firing  line,  are  developing  the  detailed  plans 
and  are  the  implementors  of  all  that  has  been  agreed  at  the  min- 
isterial and  summit  level.  They  are  the  ones  who  are  working  out 
the  details  of  the  issues  that  you  are  focusing  on  here. 

Nevertheless,  our  group  has  been  asked  to  now  lay  out  a  detailed 
program  for  implementing  the  long-term  vision  that  we  suggest. 
We  are  doing  that  now,  and  a  number  of  those  things  relate  di- 
rectly to  the  questions  you  have  in  mind. 

We  were  asked  essentially  to  do  three  things  to  assess  the  cur- 
rent position  and  outlook  in  economic  terms  for  the  Asia  Pacific  re- 
gion: To  lay  out  a  vision  for  the  long-term  evolution  of  the  region 
and  possible  intergovernmental  mechanisms  to  support  and 
strengthen  its  dynamism  and  growth,  ultimately  to  propose  a  pro- 
gram of  initiatives  to  begin  the  realization  of  that  vision  and,  very 
importantly,  to  start  developing  a  process  and  habit  of  effective  eco- 
nomic cooperation  in  the  region. 


I  would  like  to  share  with  you  a  vivid  personal  memory  I  had 
from  attending  the  dinner  held  by  the  heads  of  government  in  Se- 
attle. 

You  are  probably  aware,  at  least  vaguely,  that  there  is  a  big  de- 
bate in  the  international  community  about  the  so-called  "clash  of 
civilizations"  thesis  by  a  Harvard  professor  named  Sam  Huntington 
who  has  suggested  that  the  clashes  in  the  world  in  the  future,  in 
the  absence  of  the  cold  war,  will  be  based  on  differences  in  civiliza- 
tions. He  describes  seven  major  civilizations  and  hypothesizes  that 
conflict  among  them  will  be  a  major  feature  of  the  global  scene. 

As  I  sat  at  that  dinner  of  the  heads  of  government  in  Seattle,  I 
noticed  that  around  the  table  of  the  14  heads  of  State,  five  of  those 
seven  civilizations  were  represented.  In  other  words,  far  from  hav- 
ing clashes,  far  from  fighting  each  other,  they  were  sitting  around 
a  table  trying  to  develop  not  only  personal  links  but  institutional 
ties  to  bond  cooperation  among  a  very  disparate  group  of  countries 
and  even  civilizations,  in  a  sense  implying  that  these  economic  ties 
and  the  impact  of  global  interdependence  were  able  to  overcome 
civilization  and  socio-ethnic  differences.  At  least  that  was  implicit 
in  what  they  were  trying  to  do. 

Our  goal  in  the  ERG  was  to  come  up  with  a  vision  and  suggest 
ways  to  realize  it.  We  identified  a  number  of  positive  reasons  we 
thought  intergovernmental  cooperation  in  the  Asia  Pacific  made  a 
lot  of  sense.  There  are  still  many  high  trade  barriers  in  the  region: 
Tariff  barriers,  nontariff  barriers,  internal  governmental  restric- 
tions and  regulations  that  impede  trade.  There  is  enormous  poten- 
tial for  further  gains  for  trade  through  trade  liberalization,  reduc- 
tion of  barriers  and  the  like. 

We  also  were  worried  about  some  threats  that  jeopardize  the  con- 
tinued economic  dynamism  of  the  region.  One  was  the  erosion  of 
the  global  trading  system.  That  threatened  to  undermine  the  insti- 
tutional basis  on  which  much  of  the  outward-oriented  trade-led 
growth  in  the  Pacific  has  succeeded  over  the  last  two  or  three  gen- 
erations. We  were  doing  our  report  at  a  time  when  the  outlook  for 
the  Uruguay  Round  in  the  GATT  was  still  quite  uncertain  and  in- 
deed one  of  our  recommendations  to  the  APEC  countries  was  that 
they  make  every  possible  initiative  to  ensure  a  successful  outcome 
for  the  Uruguay  Round. 

They,  in  fact,  did  that  at  Seattle.  That  was  one  of  the  major  suc- 
cesses. I  will  come  back  and  mention  that  in  a  minute. 

Chairman  LaFalce.  The  very  existence  of  the  meeting  was  sig- 
nificant to  the  success  of  that. 

Mr.  Bergsten.  It  would  interest  you  to  know  I  have  talked  sub- 
sequently, now  that  there  is  a  successful  outcome  of  the  Uruguay 
Round,  to  a  number  of  the  European  trade  policy  officials  and  lead- 
ers and  asked  them  whether  the  APEC  initiatives  had  a  significant 
effect  on  the  outcome  of  the  Uruguay  Round.  To  a  person,  they  said 
that  it  did  in  two  senses. 

One  was  what  you  mentioned,  the  existence  of  the  meeting, 
which,  as  one  major  European  trade  negotiator  put  it  to  me,  indi- 
cated that  the  United  States  had  alternatives  and  the  Europeans 
did  not.  Since  the  alternative  is,  as  you  said,  a  region  that  com- 
prises about  half  the  world  economy  and  almost  half  its  trade,  that 
was  a  very  significant  alternative  that  the  United  States,  Canada, 
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and  the  APEC  members  could  turn  to  had  the  Uruguay  Round 
failed  to  move  the  GATT  global  system  forward. 

The  Europeans  also  got  the  message  from  the  fact  that  the  meet- 
ing demonstrated  the  aoility  of  those  countries  to  work  together.  In 
the  past  there  had  been  APEC  meetings  but  the  Europeans  had 
been  very  skeptical  and  doubted  whether  anything  would  ever 
come  of  it. 

The  outcome  at  Seattle,  modest  a  beginning  as  it  was,  dem- 
onstrated that  APEC  was  real.  This  was  a  verv  positive  message 
and  I  think  was  also  a  very  significant  outcome  from  Seattle. 

You  will  recall  that  the  APEC  countries,  meeting  in  Seattle  in 
the  context  of  the  first  APEC  summit  meeting  and  the  annual  min- 
isterial, agreed  to  an  additional  package  of  trade  liberalization  of- 
fers, which  they  then  proposed  in  the  GATT  negotiations  in  Gene- 
va, inviting  the  other  major  participants,  notably  the  Europeans,  to 
counter  with  similar  concessions  to  make  the  Round  work.  APEC 
provided  a  positive  offer,  as  well  as  an  implicit  threat  that  there 
was  an  alternative,  if  the  Round  did  not  succeed. 

The  positive  offer,  I  think,  was  very  important,  and  the  Euro- 
peans and  others  regarded  it  as  such.  In  addition,  it  said  to  me 
that  APEC  had  already  become  a  negotiating  forum.  That  is  an  im- 
portant point  because  a  number  of  countries  in  the  Asia  Pacific  re- 
gion have  tended  to  say  APEC  should  remain  a  purely  consultative 
forum,  should  not  be  action-oriented,  should  not  make  actual  deci- 
sions. 

One  of  the  main  recommendations — in  fact,  the  core  rec- 
ommendation of  our  Eminent  Persons  Group — was  that  the  Asia 
Pacific  Economic  Cooperation  forum,  or  APEC,  should  begin  con- 
verting itself  into  a  true  Asia  Pacific  economic  community  with  all 
that  implies. 

The  members  at  Seattle,  without  ever  making  an  explicit  deci- 
sion, have  now  become  an  economic  community.  They  simply  start- 
ed behaving  like  one.  They  used  the  term  half  a  dozen  times  in  the 
ministerial  statement  and  in  the  leaders'  vision  statement.  They 
made  concrete  decisions  such  as  the  offer  of  additional  trade  con- 
cessions into  the  Uruguay  Round,  which  was  part  of  the  success  of 
that  Round  a  month  later  in  Geneva.  Without  explicitly  saying  they 
were  going  to  do  so,  they  began  to  function  as  an  economic  commu- 
nity, as  a  negotiating  forum,  as  an  action-oriented  body.  To  me  that 
was  one  of  half  a  dozen  specific  things  coming  out  of  Seattle  which 
led  me  to  say  it  was  a  "sunrise."  It  was  the  beginning  of  a  very 
major  set  of  international  operations. 

APEC  is  also  concerned  about  inward-looking  regionalism  in 
other  parts  of  the  world,  notably  the  European  Union  but  also  the 
NAFTA.  The  NAFTA  plays  a  very  interesting  and  important  role 
in  the  evolution  of  Asian  thinking  about  the  Asia  Pacific  commu- 
nity. 

The  Asians,  to  put  it  bluntly,  hate  the  NAFTA.  They  view  the 
NAFTA  as  raising  new  discriminatory  barriers  against  them  since 
they  are  not  in  it,  and  also  as  diverting  the  attention  of  the  United 
States  toward  the  rest  of  the  Western  Hemisphere  rather  than  to- 
ward them. 

At  the  same  time,  it  provides  an  incentive  to  them  to  think  with 
the  United  States  about  trade  ties  across  the  Pacific  rather  than 


going  their  own  way  in  Asia  itself.  That  is  the  third  key  reason 
that  underlay  the  vision  laid  out  by  our  Eminent  Persons  Group. 
Both  the  countries  on  this  side  of  the  Pacific  and  the  countries  on 
the  other  side  of  the  Pacific  are  terrified  by  the  thought  of  Amer- 
ican disengagement  from  Asia.  There  are  two  sets  of  reasons  for 
that. 

One  set  is  economic.  All  of  those  Asian  countries  depend  on  the 
U.S.  market  for  something  like  a  quarter  to  a  third  of  their  exports. 
You  mentioned  the  trade  surpluses  that  some  of  them  run  with  us. 
Most  do  not,  incidentally;  two  or  three  do.  Others,  such  as  Korea 
and  Indonesia  have  a  lot  of  trade  with  us,  but  they  basically  don't 
run  surpluses  with  us.  But  they  all  rely  on  our  markets  for  the 
lion's  share  of  their  exports,  so  any  line  drawn  down  the  center  of 
the  Pacific  that  tended  to  split  the  two  sides  of  the  Pacific  would 
be  poison  for  them  in  economic  terms. 

Even  more  so,  it  would  be  poison  for  them  in  security  terms.  In 
the  post-cold  war  world,  with  the  balance  of  power  worldwide  upset 
and  no  longer  in  place,  the  Asians  are  very  uncertain  about  their 
security  future.  They  don't  know  what  a  huge,  growing,  dynamic 
China  is  going  to  mean  for  their  part  of  the  world.  They  don't  know 
what  Japan  will  do  in  the  future  in  security  terms.  There  is  no 
longer  a  Soviet  Union  to  balance  China  in  that  part  of  the  world. 
There  is  a  Russia.  Nobody  quite  knows  what  that  will  mean. 
Asians  want  the  United  States  to  retain  its  security  presence  in 
Asia,  and  therefore  any  split  down  the  middle  of  the  Pacific  would 
be  threatening  to  their  security  as  well  as  in  economic  terms. 

From  a  U.S.  or  Mexican  or  Canadian  standpoint,  some  of  the 
same  considerations  apply.  The  Asia-Pacific  countries  are  the  most 
dynamically  growing  parts  of  the  world's  economy.  We  clearly  want 
to  be  deeply  involved  in  them.  That  is  where  much  of  our  economic 
opportunity  in  the  future  lies. 

Also,  in  security  terms,  the  United  States  has  fought  three  wars 
in  that  part  of  the  world  in  the  last  half  century.  We  clearly  don't 
want  to  promote  instability  or  possible  threats  to  the  peace  there, 
so  we  want  to  stay  involved  if  we  can  play  a  stabilizing  role. 

The  point  is,  and  this  was  strongly  urged  by  our  Eminent  Per- 
sons Group  representing  countries  from  all  over  the  region,  that 
what  must  be  pursued  is  an  Asia  Pacific  economic  community.  Not 
an  Asia-only  agreement.  Not  a  Western-Hemisphere-only  agree- 
ment that  could  lead  us  to  a  world  of  three  blocks,  which  would  be 
divisive  and  very  harmful  to  both  sides  of  the  Pacific,  but  rather 
an  Asia  Pacific  economic  community.  That  is  the  main  thrust  of  the 
vision  statement  that  we  produced. 

Chairman  LaFalce.  Thank  you,  Fred.  I  think  we  have  to  ask  a 
few  questions  now. 

Mr.  Bergsten.  Yes. 

Chairman  LaFalce.  This  is  not  just  Asia.  This  is  the  Pacific 
which  is  basically  North  and  South  America.  What  are  the  North 
and  South  American  communities  that  belong  to  the  APEC?  The 
United  States,  Canada,  and  Chile.  Anybody  else? 

Mr.  Bergsten.  At  the  moment  that  is  it.  Mexico  was  admitted 
at  Seattle.  Chile  was  admitted  with  a  1-year  lag.  It  will  join  a  year 
from  now  and  the  group  decided  on  a  3-year  moratorium  on  future 
members. 
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Chairman  LaFalce.  Aren't  there  12? 

Mr.  Bergsten.  No,  there  are  18.  There  were  15.  Mexico  and 
Papua  New  Guinea  were  admitted  in  Seattle.  Chile  was  admitted 
with  a  year  lag.  It  is  18,  but  that  is  frozen  for  at  least  3  years  be- 
cause the  members  decided,  I  think,  interpreting  what  they  said, 
that  they  want  to  focus  on  the  substantive  future  of  the  organiza- 
tion before  taking  in  new  members.  But  there  are  many  applicants, 
ranging  from  Russia  to  Peru  to  Vietnam  to  India,  and  there  is  a 
big  question  about  membership  in  the  future.  Everybody  is  going 
to  want  to  join  the  club  as  it  becomes  more  and  more  important. 

Chairman  LaFalce.  Let's  talk  about  the  club  and  other  clubs, 
too.  I  mean  you  have  some  groups  within  Asia  saving,  hey,  we  have 
to  get  our  own  act  together  first  and  we  haven't  done  that  very  well 
and  rather  than  talk  about  Asia  Pacific,  let's  just  talk  about  Asia. 
I  think  that  is  led  by  Malaysia. 

What  are  alternative,  I  shouldn't  say  alternative.  What  are  other 
forums  that  would  be  more  geographically  limited.  Who  are  the 
chief  proponents  of  that?  How  strong  is  Malaysian  thinking  on 
this? 

Mr.  Bergsten.  It  is  important  to  keep  in  mind  at  the  outset  that 
within  the  broader  APEC  grouping  there  are  already  some  units 
that  can  be  considered  subregional.  In  fact,  you  could  even  think 
of  NAFTA  as  a  subregional  group  within  APEC,  but  there  is  also 
something  called  AFTA,  the  ASEAN  Free  Trade  Agreement,  of  the 
Southeast  Asian  countries.  ASEAN  has  been  a  group  for  over  20 
years,  but  in  the  last  few  years  its  members  decided  to  create  a 
trade  agreement  among  themselves.  It  has  a  10-  or  15-year  hori- 
zon, but  they  have  begun  it. 

For  6  or  8  years  an  Australia-New  Zealand  Free  Trade  Agree- 
ment has  been  in  place  that  has  linked  those  economies  in  a  num- 
iDer  of  ways  also.  At  least  those  three  subregional  groupings  that 
already  exist  and  indeed  some  of  the  proposals  in  our  vision  state- 
ment addressed  the  relationship  between  the  subregional  groups 
and  the  APEC  as  a  whole. 

The  only  kind  of  big  picture  model  of  the  type  you  are  talking 
about  that  would  be  an  alternative  to  APEC  is  the  so-called  East 
Asia  Economic  Caucus  which  the  Prime  Minister  of  Malaysia,  Dr. 
Mahathir,  has  over  the  last  3  or  4  years  been  proposing. 

Chairman  LaFalce.  Is  he  the  only  one  who  didn't  show  up  in  Se- 
attle? 

Mr.  Bergsten.  His  was  the  only  government  that  was  not  rep- 
resented at  the  leaders  meeting.  At  the  ministerial,  Malaysia  was 
represented.  All  15  were  represented  at  the  ministerial,  but  nobody 
came  from  Malaysia  to  the  head  of  State  meeting.  I  put  it  that  way 
because,  as  part  of  the  three  China  policy,  Taiwan  and  Hong  Kong 
were  represented  at  a  slightly  lower  level  at  the  leaders  meeting. 
Only  Malaysia  was  not  there. 

I  hasten  to  say,  however,  there  have  been  some  encouraging 
signs  on  this  Malaysian  front.  A  few  weeks  ago  the  Malaysians  an- 
nounced publicly  they  had  a  cabinet  meeting  to  discuss  APEC. 
They  had  decided  that  they  ought  to  take  a  more  proactive  role  in 
it.  They  were  appointing  a  member  to  the  Eminent  Persons  Group 
for  the  first  time.  He  is  an  extremely  good  individual  whom  I  know 
well.  He  will  make  a  major  contribution. 
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In  addition,  I  received  a  letter  yesterday  from  him  under  another 
hat  he  wears,  chairing  the  Malaysian  committee  of  the  PECC, 
which  is  the  private  sector  group  that  supports  the  APEC — the  Pa- 
cific Economic  Coordination  Council,  that  links  together  national 
groupings  in  each  country  to  bring  together  private  sectors,  govern- 
ments, and  academics,  but  it  has  much  private  sector  participation. 

They  are  having  their  annual  meeting  in  Malaysia  next  month. 

Chairman  LaFalch  Aren't  they  headquartered  in  Washington? 

Mr.  Bp:rgsten.  The  U.S.  Committee  is,  but  there  are  national 
committees  of  the  PECC  in  each  APEC  country  and  a  few  others. 
The  point  is  that  the  Malaysian  National  Committee  of  the  PECC, 
which  is  hosting  this  global  meeting  of  all  the  national  committees 
of  the  PECC,  is  holding  a  special  luncheon  in  Kuala  Lumpur  in 
honor  of  our  Eminent  Persons  Group  to  focus  on  the  APEC  vision 
we  laid  out  and  to  help  expand  its  outreach.  I  regard  that  also  as 
a  positive  sign. 

What  has  happened  more  broadly  on  this  Malaysian  initiative  is 
that  the  other  ASEAN  countries  agreed  last  year  that  they  would 
set  up  an  East  Asian  Economic  Caucus  within  the  context  of  the 
APEC  as  opposed  to  a  separate,  or  rival  organization.  It  is  not 
quite  clear  what  that  means  in  practice.  They  have  been  talking  to 
some  other  Asian  countries  about  participating,  but  it  is  not  clear 
yet  who  will  do  so.  So,  at  the  moment  I  would  say  it  is  not  a  rival 
to  the  APEC. 

I  would  mention  one  important  point,  though.  The  United  States 
could  shoot  itself  in  the  foot  and  give  support  to  the  Asia-only 
movement  if  we  were  to  back  away  from  the  Asia  Pacific  focus  that 
President  Clinton  so  rightly  set  in  Seattle. 

There  will  be  later  this  year,  as  you  know,  a  Western  Hemi- 
sphere Summit.  If,  for  example,  the  United  States  determined  it 
would  go  hell-bent  toward  free  trade  in  the  Western  Hemisphere 
and  forget  about  the  Asia  Pacific,  that  would  convince  Asia  the 
United  States  was  focusing  on  its  narrowly  defined  region  and  that 
could  stimulate  Asia-only  efforts.  That  would  be  a  big  mistake  on 
the  part  of  the  United  States.  We  have  to  avoid  that. 

Chairman  LaFalce.  Where  and  when  is  that? 

Mr.  Bergsten.  The  Western  Hemisphere  Summit  will  be  held  in 
the  United  States.  The  date  and  details  have  not  been  set.  The 
President  announced  the  summit,  I  believe,  in  December.  There  are 
several  elections  in  Western  Hemisphere  countries  this  year.  They 
have  been  trying  to  find  a  date  that  would  not  confiict  with  elec- 
tions. 

Whether  or  not  the  summit  happens,  there  is  the  question  of  ex- 
pansion of  NAFTA  into  the  Western  Hemisphere.  The  policy  point 
is  that  if  we  were  to  do  that,  in  exclusion  of  at  least  parallel  moves 
into  the  Asia  Pacific  region,  we  would  risk  shooting  ourselves  very 
badly  in  the  foot.  This  is  not  to  say  we  shouldn't  extend  into  the 
Western  Hemisphere.  I  think  on  a  measured  basis  that  is  doable 
and  makes  sense.  But  if  we  were  to  give  the  appearance  to  the 
Asians  or  the  world  more  broadly  that  we  were  focusing  on  the 
Western  Hemisphere  to  the  exclusion  of  Asia,  we  would  generate 
forces  within  Asia  that  would  say  they  had  better  defend  them- 
selves  and   create   an   Asia-only   agreement   that   could   push    the 
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world  toward  a  three-block  arrangement,  which   would,  from  our 
standpoint,  be  the  possible  outcome. 

Chairman  LaFalce.  I  have  a  million  more  questions.  But  let  me 
go  to  the  other  Members  first.  Mr.  Kim. 

Mr.  Kim.  No  questions. 

Chairman  LaFalce.  Mr.  Hilliard. 

Mr.  Milliard.  No  questions. 

Chairman  LaFalce.  Mr.  Knollenberg. 

Mr.  Knollenberg.  First,  just  a  question  about  what  I  think  you 
said.  You  said  you  were  appointed  by  the  governments,  but  you 
don't  represent  them. 

Mr.  Bergsten.  That  is  right. 

Mr.  Knollenberg.  Would  you  give  me  a  brief  explanation  of  how 
that  takes  place,  and  whom  do  you  pass  muster  with? 

Mr.  Bergsten.  We  report  to  the  ministers.  But  we  are  explicitly 
asked  not  to  parrot  back  government  positions  or  existing  govern- 
mental stances.  Our  mandate  was  to  suggest  to  the  governments 
where  they  should  be  going  with  this  APEC  organization.  So,  the 
initial  appointments  of  each  of  our  members  came  from  the  govern- 
ments, but  we  were  told  to  go  off  on  our  own  and  think  whatever 
thoughts  we  had,  call  it  like  it  is  and  report  back  to  them  on  the 
direction  we  thought  they  should  take  their  policies. 

We  did  it.  I  presented  the  report  orally  to  the  ministers  in  Se- 
attle and  our  written  report,  the  report  of  the  Eminent  Persons 
Group,  was  presented  to  APEC  ministers.  We  report  to  them  but 
we  are  independent  of  them  in  the  sense  of  developing  our  ideas 
and  our  proposals,  and  that  indeed  was  the  objective  of  the  whole 
exercise. 

Mr.  Knollenberg.  You  mentioned  that  if  we  proceed  to  expand 
the  NAFTA  concept  within  the  countries  of  the  Western  Hemi- 
sphere, and  exclude  any  kind  of  continuous  or  parallel  buildup 
within  the  Pacific  Rim  countries  involved  in  the  APEC,  that  we 
would  run  the  risk  of  creating  some  trouble  for  ourselves.  I  look  at 
that,  and  that  sounds  viable.  That  sounds  realistic. 

One  of  the  concerns  I  have  right  now  and  I  think  most  of  us  do, 
is  the  parallel  in  Korea,  and  the  balance  of  power  with  China  and 
with  Japan,  in  light  of  what  is  taking  place  in  North  Korea.  All  of 
that  obviously  configures  to  produce  a  problem  for  us  and  it  could 
be  we  as  a  country  might  want  to  emphasize  growth  through  the 
expansion  of  NAFTA  in  the  Western  Hemisphere  to  the  exclusion 
of  the  Pacific  Rim  area.  This  is  especially  true  with  North  Korea, 
Japan,  China,  et  cetera  and  the  roles  they  will  play  in  the  develop- 
ment of  whatever  kind  of  foreign  policy  we  actually  put  together 
out  there. 

Would  you  comment  a  little  bit  about  that  concern,  that  fright, 
that  scare,  that  looms  in  that  area? 

Mr.  Bergsten.  I  very  much  share  your  concern  about  the  secu- 
rity risks  on  the  Korea  peninsula.  In  fact,  this  past  weekend,  wear- 
ing my  primary  hat  as  the  director  of  the  Institute  for  Inter- 
national Economics,  I  cochaired  a  2^2  day  meeting  with  top  Korean 
Government  business  officials,  and  similar  people  here.  Secretary 
Christopher  and  Ambassador  Kantor  addressed  the  group  and  we 
spent  a  lot  of  time  talking  about  the  security  risk,  so  I  very  much 
share  that  concern. 
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But  I  come  to  a  different  conclusion.  One  of  the  conclusions  of 
our  Eminent  Persons  Group  was  that  a  future  evolution  of  APEC, 
though  it  focused  in  its  own  work  solely  on  economic  issues,  would 
have  a  very  positive  security  effect  by  increasing  the  ties  among 
the  countries  in  the  region,  the  habits  of  cooperation  and  the  like. 

Take  your  example  of  the  current  Korean  nuclear  problem.  It  is 
very  clear  that  any  effective  response  to  that  has  to  be  a  joint  re- 
sponse coordinated  intensely  between  the  United  States,  South 
Korea,  China,  Japan,  and  perhaps  Russia,  but  at  least  those  first 
four.  It  is  our  sense  that  if  regional  cooperation  of  the  type  we  are 
suggesting  in  the  economic  area  could  become  a  reality,  could  be- 
come a  habit,  personal  ties  would  develop.  Habits  of  working  to- 
gether would  develop.  We  would  be  in  much  better  shape  to  then 
forge  a  joint  response  to  a  policy  problem  of  exactly  the  type  you 
mention  because  of  the  underlying  sense  of  trust  and  cooperation 
that  would  have  developed  in  the  meantime. 

I  didn't  mention  it  in  my  opening  remarks,  but  one  of  the  strong 
conclusions  in  our  vision  proposal  was,  in  fact,  along  this  line:  The 
whole  range  of  bilateral  and  subregional  issues  that  dot  the  region 
now  and  clearly  will  exist  in  the  future  might  be  handled  more  ef- 
fectively if  we  set  up  institutional  arrangements. 

We  were  focusing  in  the  economic  area,  but  I  think  it  also  would 
transmit  into  the  security  area  as  well. 

Mr.  Knollenberg.  Thank  you. 

Chairman  LaFalce.  Mr.  Poshard? 

Mr.  PoSHARD.  Mr.  Chairman,  I  have  no  questions  of  this  specific 
witness,  but  I  would  like  to  ask  unanimous  consent  to  enter  my 
opening  statement  into  the  record. 

Chairman  LaFalce.  Without  objection  so  ordered. 

[Mr.  Poshard's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Mr.  Collins. 

Mr.  Collins.  Thank  you,  Mr.  Chairman. 

You  mentioned  you  are  appointed  by  the  ministers.  Who  com- 
pensates you? 

Mr.  Bergsten.  I  hate  to  tell  you  but  I  serve  without  compensa- 
tion. 

Mr.  Collins.  Good. 

Mr.  Bergsten.  I  am  glad  you  like  it.  I  have  spent  an  enormous 
amount  of  time  over  this  past  year  without  compensation  and  I  will 
give  a  flat  answer  to  that  question. 

Mr.  COLLENS.  Are  you  a  Ph.D.? 

Mr.  Bergsten.  I  am  a  Ph.D.  economist. 

Mr.  Collins.  Yes,  sir.  Thank  you. 

Chairman  LaFalce.  Mr.  Klink. 

Mr.  Ki.ink.  Dr.  Bergsten,  some  of  the  things  you  said  I  have  just 
a  few  questions  about.  The  President's  action  toward  beginning  to 
normalize  relations  with  Vietnam,  what  kind  of  opportunities  is 
that  opening  up  around  the  Pacific  Rim  for  us  and  what  kind  of 
problems,  on  the  other  hand,  might  it  be  creating? 

Mr.  Bergsten.  I  think  it  is  the  usual  mix  from  countries  in  that 
region  of  challenge  and  opportunity.  Vietnam  is  a  big  country.  Sev- 
enty million  people.  It  is  not  China  nor  Indonesia,  but  it  is  about 
the  size  of  Mexico  in  terms  of  population.  It  is  obviously  very  poor, 
but  it  has  also  got  the  potential  for  very  rapid  economic  growth. 
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Some  experts  on  the  region  think  Vietnam  could  become  the  next 
economic  miracle  in  the  region  with  rapid  economic  growth,  rapidly 
developing  markets,  rapidly  developing  competition  in  some  sectors 
in  world  trade.  The  story  in  the  region  across  the  board  has  been 
one  of  economic  capability  and  much  potential. 

Individual  countries  have  been  held  back  by  their  internal  politi- 
cal instability  or  political  systems:  The  Chinese,  until  they  began 
market-oriented  reforms  in  the  late  1970's,  Korea  before  it  got  its 
act  together  in  the  early  1960's.  But  once  they  get  their  political 
act  together,  not  always  to  our  liking  in  terms  of  their  form  of  gov- 
ernment, but  at  least  in  terms  of  unleashing  their  underlying  eco- 
nomic potential,  they  become  major  forces  in  the  world  economy. 

Vietnam  is  a  country  of  significant  size  and  could  be  one  of  the 
next  major  players  of  that  time. 

Mr.  Klink.  How  is  this  being  viewed?  I  am  talking  about  you 
made  a  lot  of  references  in  your  statement  to  the  fact  that  NAFTA 
sends  one  message.  If  we  look  inwardly  in  the  Western  Hemisphere 
this  sends  another  message.  They  are  interested  in  the  United 
States  presence  as  a  security. 

What  message  do  most  of  the  European  countries  get  from  the 
President's  action  about  the  intentions  of  our  country  and  the 
availability  of  us  to  be  a  trading  partner  of  theirs?  The  future. 

Mr.  Bergsten.  The  European  countries? 

Mr.  Klink.  No,  no.  The  Southeast  Asian  countries. 

Mr.  Bergsten.  The  Southeast  Asian  countries,  as  I  said,  are 
heavily  dependent  on  our  market  for  their  exports.  They  also  wel- 
come American  investment  partly  because  they  are  all  seeking 
more  investment  to  boost  their  growth  but  also  to  avoid  being  too 
heavily  dependent  on  Japanese  investment. 

There  is  a  fascinating  series  of  discussions  going  on  now  within 
those  countries  about  how  to  pursue  the  APEC  relationship.  I  think 
that  now,  except  perhaps  still  for  some  in  Malaysia,  there  is  not 
much  debate  about  whether  to  do  it.  They  were  all  part  of  the  spir- 
it of  Seattle.  They  want  to  proceed,  and  that  was  very  clear  in  re- 
cent meetings  in  Indonesia  to  get  this  under  way. 

There  is  a  fascinating  debate  underway  about  whether  they 
should  in  essence  apply  to  join  the  NAFTA  and  therefore  move  out 
very  quickly  to  associate  with  the  United  States  in  trade  terms  or 
wait  for  the  inherently  slower  process. 

Chairman  LaFalce.  Who  are  we  talking  about  now,  Fred? 

Mr.  Bergsten.  I  was  going  to  give  the  details.  The  Prime  Min- 
ister of  Singapore  has  publicly  said  that  Singapore  would  like  to 
join  the  NAFTA.  He  has  said  he  would  prefer  if  ASEAN  as  a  group 
would  join  the  NAFTA. 

Three  weeks  ago  Thailand,  hosting  the  Singapore  Prime  Min- 
ister, said  Singapore  and  Thailand  want  to  jointly  sponsor  a  study 
of  the  possibility  of  ASEAN  linkage  with  the  NAFTA,  what  they 
called  the  AFTA-NAFTA  link.  Not  necessarily  a  full  membership, 
but  some  kind  of  link. 

Last  week  when  the  Foreign  Minister  of  South  Korea  was  here 
speaking  on  two  occasions,  he  told  a  conference  that  I  was  hold- 
ing—he also  said  this  publicly  in  Seoul— that  the  Koreans  want 
some  form  of  association  with  the  NAFTA. 
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This  goes  back  to  the  points  I  made  before.  They  disHke  the  trade 
diversion,  that  is,  the  discrimination  against  their  trade  which  is 
caused  by  the  NAFTA.  They  also  want  to  avoid  any  appearance 
that  the  United  States  was  interested  only  in  the  Western  Hemi- 
sphere. 

All  this  raises  big  issues  which  my  Eminent  Persons  Group  con- 
sidered at  our  very  first  meeting.  Within  the  first  couple  of  hours, 
we  agreed,  as  initiated  by  the  Asian  members  of  our  group,  that 
the  goal  was  free  trade  in  the  Asia  Pacific  region  as  a  long-term 
proposition.  There  is  no  dispute  about  the  goal. 

Incidentally,  this  report  was  totally  unanimous.  I  mentioned  we 
were  appointed  as  individuals.  It  was  a  totally  unanimous  report, 
agreed  upon  by  every  member  of  the  group,  which  is  remarkable 
given  the  points  from  which  people  came,  not  only  geographically 
but  professionally. 

We  agreed  at  the  initiative  of  the  Asians  to  head  toward  free 
trade  in  the  region.  The  question  was  how  to  do  it.  One  of  the  first 
big  discussions  was  between  two  options.  One  was  the  NAFTA  ex- 
tension option.  Should  the  United  States  open  up  the  NAFTA  to 
countries  in  the  Asia  Pacific  region — all  of  them,  some  of  them,  one 
at  a  time.  Or  should  the  APEC,  leaving  the  NAFTA  aside  for  these 
purposes,  move  in  tandem  to  form  a  completely  new  Asia  Pacific 
economic  community? 

There  was  active  debate  on  that  within  the  group.  We  came  out 
advocating  that  the  APEC  move  together  as  a  whole.  To  move  with 
some  countries  and  not  others  would  create  new  trade  discrimina- 
tion within  the  area,  cause  divisiveness,  and  cause  foreign  policy  as 
well  as  economic  problems  for  individual  countries  within  the  re- 
gion. So,  we  opted  for  the  APEC-as-a-whole  approach. 

Chairman  LaFalce.  Including  Singapore  and  Thailand? 

Mr.  Bergsten.  Yes.  This  reflects  the  fact  that  our  people  are  act- 
ing as  individuals.  They  are  not  parroting  their  governments.  Sub- 
sequent to  our  recommendation,  those  governments,  at  least  the 
ones  I  have  mentioned,  have  said  they  have  an  interest  in  links 
with  the  NAFTA  before  a  full  APEC-wide  free  trade  agreement. 

They  have  not  been  specific  except  for  Singapore,  which  said  it 
would  like  to  join.  Others  have  talked  about  association  or  in  the 
case  of  Thailand,  studying  it.  They  haven't  said  at  this  point  that 
they  wanted  to  join  or  associate. 

The  point  is  there  is  a  lot  of  ferment  in  the  region  because  of  this 
beginning  in  APEC  and  in  view  of  these  subregional  arrangements; 
there  is  a  lot  of  ferment  and  thinking  on  exactly  the  question  you 
raise.  It  is  not  really  whether  they  want  to  find  some  way  to  associ- 
ate with  us.  They  clearly  do.  The  issue  is  how.  That  raises  many 
big-picture  questions,  some  of  which  are  geopolitical  as  well  as  eco- 
nomic. That  is  where  the  state  of  the  debate  is  at  this  point. 

Mr.  Klink.  If  I  can  followup,  and  I  am  glad  that  that  is  the  direc- 
tion you  took  your  answer,  because  I  was  one  of  those  that  was 
very  opposed  to  NAFTA,  not  because  it  was  a  bad  idea,  but  because 
I  thought  it  was  a  bad  agreement.  Nothing  has  happened  since  its 
passage  which  has  made  me  change  my  mind.  In  fact,  I  think  our 
position  has  been  verified  by  the  companies  that  we  are  fighting 
now  to  keep  from  going  there. 
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But  the  same  situation,  and  you  alluded  to  it  in  your  testimony, 
the  same  situation  exists  with  many  of  the  countries  in  Southeast 
Asia  in  regard  to  their  high  tariffs  their  protectionist  tariffs  that 
we  had  with  Mexico  and  the  lack  of  reciprocity  in  the  initial  years 
of  NAFTA  was  one  of  the  concerns  we  had. 

What  kind  of  a  position  are  we  in  to  begin  the  same  kind  of  dis- 
cussions with  those  countries  that  have  these  unusually  high  pro- 
tective tariffs  and  what  position  are  we  in  from  the  standpoint— 
and  I  am  asking  you  for  our  negotiating  status — from  the  stand- 
point they  are  interested  from  a  security  position,  from  an  eco- 
nomic position,  they  want  more  access  to  our  markets,  where  do  we 
stand  as  a  negotiator?  If  we  are  in  a  poker  game,  what  kind  of 
cards  are  we  playing? 

Mr.  Bergsten.  I  am  going  to  stress  I  am  speakmg  as  an  mdivid- 
ual.  i  am  not  speaking  for  the  U.S.  Government,  not  even  for  my 
Eminent  Persons  Group.  These  are  personal  responses  to  your 
question. 

I  come  to  a  radically  different  conclusion  than  you  do.  I  sup- 
ported the  NAFTA  in  part  because  I  thought  it  was  an  enormously 
good  deal  for  the  United  States.  We  had  almost  no  trade  barriers 
against  Mexico  going  into  the  deal.  They  had  substantial  barriers 
against  us.  They  liberalized.  We  didn't  change  much.  To  me  it  was 
a  one-sided  deal  in  favor  of  the  United  States.  It  would  be  even 
more  dramatically  so  in  the  case  of  the  Asian  countries  that  still 
have  high  tariffs.  ^       t^v-i 

Just  think  of  it  this  way.  Indonesia  or  Thailand  or  the  Phil- 
ippines still  have  tariffs  of  40,  50,  or  60  percent  against  us,  and  we 
are  basically  admitting  their  products  duty  free  or  an  average  tariff 
of  3  or  4  percent. 

If  we  were  able  to  work  out  a  free  trade  agreement  where  they 
got  rid  of  their  50  percent  plus  tariff  and  we  eliminated  3  percent- 
age points,  that  would  be  very  good  for  the  United  States.  There 
are  other  angles,  but  simply  in  trade  policy  bargaining  or  reciproc- 
ity terms,  this  kind  of  deal  has  to  be  a  winner  for  the  United 
States. 

Look  at  Japan,  where  we  face  high  nontariff  barriers— I  wrote  a 
book  on  that  last  summer— which  are  now  being  negotiated  very 
aggressively  and  could  lead  to  some  major  trade  conflicts.  If  we 
could,  through  a  regional  agreement,  reduce  their  barriers  in  a 
meaningful  way— and  that  is  tougher  than  just  lowering  tariffs— 
but  if  you  could  do  it,  it  would  be  a  winner  for  the  United  States, 
properly  structured. 

Here  I  agree  with  you  that  the  specifics  of  the  deal  have  to  be 
right.  But  done  right,  I  think  the  opportunities  for  the  United 
States  of  negotiating  trade  liberalization  in  the  Asia  Pacific,  the 
world's  most  dynamically  growing  markets  though  still  protected  in 
a  lot  of  cases  by  high  barriers,  are  a  big  potential  plus  for  the  Unit- 
ed States.  Whether  we  did  it  by  expanded  NAFTA  or  simply  cre- 
ated new  bilateral  agreements  or  some  APEC-wide  arrangement, 
whatever  the  technique,  the  opportunities  for  the  United  States 
could  be  enormous.  . 

Mr.  Klink.  Dr.  Bergsten,  thank  you  very  much.  Mr.  Chairman, 

thank  you. 
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Chairman  LaFalce.  We  have  a  big  trade  deficit  with  Japan  that 
is  merchant-based  trade,  $50-some  bilhon,  around  $60  bilHon.  Re- 
cently the  President  and  Micky  Kantor  have  become  quite  adamant 
about  a  results-oriented  test,  at  least  with  respect  to  cellular  tele- 
phones, something  that  Motorola  has  that  have  penetrated  markets 
every  place  else  in  the  world  on  a  competitive  basis  except  for 
Japan.  "We  are  tired  of  the  talk." 

What  do  you  think  of  that  specific  approach  on  that  specific 
issue?  What  do  you  think  of  the  United  States  policy  on  that? 

Mr.  Bergsten.  It  is  critically  important  to  keep  in  mind  that  the 
current  trade  debate  with  Japan  has  two  broad  components.  One 
deals  with  the  overall  trade  surplus  of  Japan,  which  is  not  only  $60 
billion  with  the  United  States,  but  $140  billion  with  the  world.  It 
is  the  only  G7  country  that  has  a  trade  surplus.  It  is  the  only  big 
surplus  in  the  world.  You  mentioned  earlier  China.  It  has  a  large 
bilateral  surplus  with  the  United  States,  but  it  has  a  global  deficit. 
It  is  very  different  from  the  Japanese  case. 

I  think  the  United  States — and  I  have  done  two  books  on  this 
topic — will  always  run  a  fairly  substantial  bilateral  trade  deficit 
with  Japan  because  of  the  pattern  of  comparative  advantage  of  the 
two  countries.  It  ought  to  be  half  the  size  it  is  now,  but  I  think  we 
will  always  run  it.  But  I  think  it  is  critical  to  lower  Japan's  surplus 
both  globally  and  with  us.  That  will  primarily  be  driven  not  by 
trade  policy  measures,  as  in  the  Motorola  case,  but  by  macro- 
economic  measures. 

Japan  has  a  huge  trade  surplus  today,  $100  billion  higher  than 
in  1990  when  the  surplus  was  onlv  $35  billion  with  the  world,  be- 
cause of  two  things.  Japan  has  had  a  recession,  so  they  stopped  im- 
porting. 

Second,  the  exchange  rate  of  the  yen  got  very  weak  in  the  late 
1980's  and  gave  a  tremendous  comparative  advantage  to  Japanese 
producers,  so  the  strengthening  of  the  yen  that  has  already  oc- 
curred, plus  a  rise  in  Japanese  growth,  would  cut  their  global  sur- 
plus in  half  and  cut  their  bilateral  surplus  with  us  by  $20  to  $30 
billion.  That  is  one  part:  The  trade  surplus  as  a  whole,  the  macro- 
economic  part. 

The  other  part,  to  which  you  refer  in  mentioning  Motorola,  quaH- 
tative  indicators  and  the  like,  is  the  sector-specific  aspect  of  trade 
policy. 

Chairman  LaFalce.  Who  pushes  that  within  our  administration? 
Is  that  Dr.  Tyson  primarily  or  is  that  Mr.  Kantor? 

Mr.  Bergsten.  I  don't  know  who  within  the  government  takes 
what  positions  on  which  issues. 

Chairman  LaFalce.  Garten  or 

Mr.  Bergsten.  I  was  going  to  say  my  sense  is  that  unlike  some 
previous  periods,  the  U.S.  administration  has  been  pretty  unified. 
There  are  probably  nuances,  but  all  the  agencies  including  the  for- 
eign policy  agencies — State  Department,  the  National  Security 
Council  and  the  like — have  taken  a  very  consistent  view  through- 
out this  negotiation  that  the  time  has  come  to,  as  they  put  it,  get 
some  results  by  reducing  Japan's  trade  barriers.  I  support  that. 

To  answer  your  earlier  question,  I  published  a  book  called,  "Rec- 
oncilable Differences?  United  States-Japan  Economic  Confiict," 
which,  in  addition  to  looking  at  macro  issues,  looked  at  12  specific 
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sectors,  including  the  cellular  phone  case  and  concluded  that  in 
every  one  of  those  sectors — some  agriculture,  some  services,  some 
manufacturing,  some  technology — you  found  in  Japan  a  pervasive 
pattern  of  exclusionary  corporate  practices  combined  with  Govern- 
ment intervention  that  blocked  outsiders. 

Sometimes  it  also  blocked  Japanese,  incidentally,  who  were  out- 
side the  given  corporate  group,  but  it  certainly  shutout  foreigners, 
and  therefore  some  unorthodox  approaches  of  the  type  the  adminis- 
tration is  pursuing  make  sense.  It  would  be  much  easier  if  you 
could  find  a  Government  procurement  barrier  and  get  it  eliminated 
or  find  a  corporate  antitrust  practice  that  you  could  go  get  with  an 
antitrust  policy — and  I  think,  in  fact,  some  new  steps  along  those 
lines  should  be  taken — but  I  basically  support  the  idea  of  going 
after  those  barriers  hard  and  looking  for  some  measures  of 
progress,  because  in  the  past  results  have  not  always  emerged. 

Cnairman  LaFalce.  All  right.  We  have  deficits  with  China  and 
with  Taiwan:  $20  billion  and  $10  billion  respectively.  You  and  I 
worked  together  in  1988  in  order  to  enact  the  Competitive  Ex- 
change Rate  Act,  which  focuses  on  many  things,  but  it  also, 
amongst  others,  looks  to  the  pegging  of  currencies  in  a  way  to  ma- 
nipulate trade  advantages.  In  one  of  the  reports  we  found  Taiwan 
guilty.  We  found  Korea  guilty.  I  think  China,  too.  Did  we  not, 
Fred? 

Mr.  Bergsten.  The  Treasury,  in  a  couple  of  its  semiannual  re- 
ports, has  accused  China  of  manipulating  the  exchange  rate. 

Chairman  LaFalce.  Are  these  countries  still  doing  it?  To  what 
extent  are  they  doing  it?  Is  the  situation  improved? 

Mr.  Bergsten.  Well,  Mr.  Chairman,  with  all  due  respect  to  our 
handiwork  of  1988,  I  think  it  came  out  a  little  confused. 

Chairman  LaFalce.  That  is  because  we  had  a  compromise. 

Mr.  Bergsten.  It  had  something  to  do  with  the  response  to  the 
Gephardt  amendment  and  the  context  in  which  the  compromise 
took  place.  The  legislation,  which  I  recommend  that  you  revisit,  fo- 
cuses on  currency  manipulation.  To  me  that  is  not  the  issue.  Every 
country  manipulates  its  currency. 

When  the  United  States,  under  Secretary  Baker,  adopted  the 
Plaza  Agreement  of  1985  to  reduce  the  value  of  the  dollar  to  bring 
down  our  trade  deficit,  we  were  manipulating  the  currency.  When 
the  U.S.  intervened  to  keep  the  yen  from  strengthening  beyond 
100:1  last  August,  it  was  manipulating  the  currency  on  any  normal 
definition  of  the  term. 

When  countries  change  their  interest  rates,  sometimes  they  do  it 
to  affect  their  exchange  rate.  That  is  manipulating  the  currency. 

Chairman  LaFalce.  Of  course,  manipulation  of  the  currency 
wasn't  the  primary  focus,  what  was  primarily  sustainable  trade 
balances. 

Mr.  Bergsten.  The  point  is,  are  the  exchange  rates  being  main- 
tained, through  whatever  device — fixed  or  flexible  rates — at  a  level 
that  does  not  fairly  reflect  the  underlying  competitive  position  of 
the  economies?  I  was  in  the  forefront  of  criticizing  Korea  and  Tai- 
wan for  that  in  the  mid-1980's  when  thev  had  huge  surpluses. 
Wholly  in  the  case  of  Korea  and  largely  in  the  case  of  Taiwan,  they 
have  corrected  that  problem.  The  big  problem  recently  has  been 
Japan.  Again,  not  that  it  has  manipulated  its  currency,  but  the  ex- 
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change  rate  of  the  yen  for  a  variety  of  reasons  weakened  again 
enormously  in  1989  and  1990.  As  I  said  before,  that  was  one  of  the 
key  factors  triggering  this  enormous  renewed  growth  of  the  Japa- 
nese surplus. 

Our  studies  at  the  Institute  showed  that  every  1  percent  fall  in 
the  exchange  rate  of  the  yen  increases  Japan's  global  trade  surplus 
by  $3  to  $4  billion  2  years  later,  and  increases  its  surplus  with  the 
United  States  by  $1  billion. 

Chairman  LaFalce.  Every  1  percent? 

Mr.  Bergsten.  One  percent  change  in  the  exchange  rate. 

Chairman  LaFalce.  That  is  roug:hly  one  point. 

Mr.  Bergsten.  It  can  happen  in  10  minutes  in  the  exchange 
markets.  So,  over  the  last  year  the  yen  has  strengthened  by  20  to 
25  percent.  That  gives  good  promise,  if  it  is  retained  there,  of 
bringing  down  the  Japanese  surplus  sharply  over  the  next  couple 
of  years.  That  is  what  I  referred  to. 

China,  which  has  been  accused  of  manipulation  in  some  of  the 
Treasury  reports  is,  as  I  said,  a  more  complex  case.  As  you  say, 
China  does  run  a  rather  large  bilateral  surplus  with  the  United 
States.  But  China  is  now  running  a  sizable  deficit  in  its  global 
trade  and  current  account  positions.  We  are  about  to  publish  a 
study  at  the  Institute  called  "China  in  the  World  Economy." 

Chairman  LaFalce.  Who  is  that  by? 

Mr.  Bergsten.  Nicholas  Lardy  from  the  University  of  Washing- 
ton. He  looked  at  the  exchange  rate  in  great  detail  and  concluded 
that,  if  anything,  the  Chinese  currency  may  be  a  little  overvalued, 
not  undervalued.  In  other  words,  there  is  no  evidence  that  the  level 
of  the  Chinese  currency  is  giving  them  an  unfair  competitive  ad- 
vantage at  this  point. 

Chairman  LaFalce.  Most  businesses,  especially  small  businesses 
attempting  to  enter  into  the  largest  market  in  Asia,  i.e.,  China, 
would  be  going  through  Hong  Kong,  Taiwan,  and  Singapore,  it 
would  seem  to  me.  Possibly  some  of  them  going  right  on  to  main- 
land, but  I  am  focusing  in  now  on  Hong  Kong  and  Taiwan,  which 
will  be  assimilated  shortly  with  China  in  a  different  sense. 

What  is  your  sense  of  the  difficulties  that  we  might  foresee 
there?  I  do  know  that  in  Hong  Kong  there  have  been  a  lot  of  ten- 
sions because  Governor  Patten  has  been  attempting  to  bring  about 
some  type  of  Democratic  rule  in  the  last  stages  of  the  British  do- 
minion, whereas  they  didn't  in  the  entire  previous  history.  Do  you 
have  a  sense  of  that,  Fred? 

Mr.  Bergsten.  Well,  it  is  a  big  issue. 

Chairman  LaFalce.  Is  the  index  going  to  go  plummeting  when 
there  are  difficulties? 

Mr.  Bergsten.  Again,  there  are  both  potential  difficulties  and 
potential  rewards.  The  assimilation  of  Hong  Kong  is  constantly 
under  discussion  in  many  places  including  Hong  Kong  and  Beijing. 
Taiwan  is  a  different  case  in  that  there  is  a  lot  of  economic  inter- 
change now  occurring.  The  politics,  of  course,  remain  separate,  but 
the  economic  engagements  are  increasingly  extensive. 

You  are  right.  Much  investment  in  China  is  going  through  Tai- 
wan and  Hong  Kong.  It  may  fascinate  you  to  know  that  last  year 
the  recorded  inflow  of  direct  investment  to  China  was  $11  billion, 
three  times  that  of  any  other  developing  country  in  the  world,  big- 
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ger  than   in   practically  any  industrial   country  in  the   last  year, 
much  more  than  into  the  United  States. 

The  United  States  in  recent  years  had  been  receiving  $20  to  $40 
billion  a  year  of  foreign  direct  investment  from  Japan,  Germany, 
and  elsewhere.  Last  year  the  number  was  very  low.  I  think  China 
last  year  was  the  biggest  recipient  in  the  world  in  terms  of  firms 
coming  in  to  invest.  Some  of  that  may  have  been  indirect  invest- 
ment; much  of  it  was  direct.  That  raises  many  interesting  ques- 
tions in  the  APEC  context,  because  other  Asian  countries  are  now 
fearing  loss  of  their  competitive  advantage  vis-a-vis  China. 

The  Koreans  are  seeing  foreign  firms  leaving  Korea  and  moving 
into  China.  The  Indonesians  have  seen  a  sharp  reduction  in  the 
flow  of  direct  investment  into  Indonesia  partly  because  of  the  same 
thing:  Firms  have  decided  to  go  into  China.  That,  among  other 
things,  has  led  to  interest  in  an  APEC  investment  code  which  is 
one  of  the  initiatives  that  came  out  of  the  leaders  meeting  in  Se- 
attle that  our  Eminent  Persons  Group  recommended.  The  leaders 
endorsed  it.  Details  are  now  being  put  together. 

It  might  be  promulgated  at  the  end  of  this  year  in  the  form  of 
a  voluntary  nonbinding  set  of  principles.  Many  Asian  countries  are 
interested  in  it  to  help  improve  their  investment  climate.  They 
need  it  partly  to  compete  with  China  and  for  broader  reasons — they 
need  the  investment  themselves.  That  is  one  big  impact  that  Chi- 
na's emergence  is  having  on  the  rest  of  the  region. 

Chairman  LaFalce.  What  are  the  issues  that  will  be  taken  up 
in  an  investment  code? 

Mr.  Bergsten.  One  is  simply  transparency.  Make  the  rules  of 
the  game  clear  so  everybody  knows  what  they  are.  In  many  cases, 
host  countries  negotiate  investment  deals  case-by-case.  Con- 
sequently, firms  don't  know  what  the  rules  are. 

Second,  is  the  right  of  establishment,  to  put  in  place  a  clear,  stat- 
ed right  for  foreign  firms  to  come  and  establish  business  there. 

Third,  is  national  treatment,  to  set  out  a  clear  rule  that  the  host 
country  will  treat  foreign  firms  like  it  treats  domestic  firms.  That 
is  a  very  important  part  of  the  investment  climate. 

A  more  ambitious  principle  may  be  elimination  of  so-called  per- 
formance requirements,  whereby  host  countries  let  a  firm  in  only 
if  it  agrees  to  avoid  importing  a  certain  amount  of  inputs,  use  a 
certain  amount  of  domestic  inputs,  or  export  a  certain  share  of  its 
output.  Eliminating  these  will  improve  the  investment  climate. 

Chairman  LaFalce.  It  is  interesting.  By  the  way,  if  any  Member 
wants  to  ask  a  question,  please  raise  your  hand.  I  will  recognize 
you,  because  I  have  so  many  questions  I  want  to  ask  Fred,  but  just 
jump  in  at  will. 

I  am  pleased  you  brought  up  this  investment  code  because  it  par- 
allels something  I  was  thinking.  We  have  the  NAFTA  for  good  or 
for  bad.  I  appreciate  the  strength  of  your  arguments  and  of  Mr. 
Klink's  on  that. 

I  was  disappointed  in  NAFTA  only  because  it  fell  so  far  short  of 
what  it  could  have  been.  It  could  have  been  a  much  greater  model 
for  trade,  merging  trade  and  moral  issues,  socioeconomic  growth 
development,  political  growth  and  development.  I  mean,  it  is  pri- 
marily an  economic  document  now.  That  is  pretty  much  all  it  is. 
So,  I  would  hate  to  see  us  use  the  NAFTA  as  the  vehicle.  I  don't 
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think  there  are  adequate  provisions  within  NAFTA  to  deal  with  the 
elevation  of  the  human  condition  around  the  globe,  especially  in 
the  underdeveloped  countries,  and  I  think  that  is  imperative.  I 
think  we  must  have  a  greater  consideration  of  human  rights  with 
respect  to  enhanced  trade.  They  should  go  hand  in  hand. 

So,  rather  than  have  an  AFTA-NAFTA,  rather  than  doing  that, 
what  if  the  United  States,  in  order  to  show  a  nondiscrimination 
pohcy  so  we  don't  have  something  within  the  Western  Hemisphere 
that  the  Asians  get  mad  at,  what  if  we  were  to  establish  a  set  of 
criteria,  forget  about  the  fact— we  grandfather  anybody  in  that 
presently  exists — grandfather  in  Mexico,  grandfather  in  Canada, 
Israel.  I  guess  that  is  it  right  now. 

Although  at  least  two  of  the  three  would  probably  be  able  to 
qualify  under  any  criteria  we  would  establish  and  then  just  come 
up  with  a  set  of  the  criteria  that — it  ought  to  be  democracies,  that 
they  ought  to  have  open,  free,  fair  elections,  that  there  should  be 
transparency,  that  there  should  be  the  right  of  establishment,  that 
there  ought  to  be  the  de  jure  and  de  facto  recognition  of  the  right 
for  men  and  women  to  work  together  and  bargain  collectively  for 
certain  essentials  of  life,  the  right  to  a  job,  the  right  to  just  working 
conditions,  a  just  wage,  things  of  this  nature.  If  these  conditions 
are  met,  then  countries  no  matter  where  they  are  geographically, 
might  be  eligible  for  admission  to  a  club? 

Mr.  Bergsten.  You  raise  a  couple  of  very  fundamental  issues,  of 
course,  for  American  foreign  policy  going  way  beyond  the  economics 
sphere. 

Chairman  LaFalce.  I  think  you  need  a  more  holistic  perspective 
on  these  issues. 

Mr.  Bergsten.  The  first  and  most  fundamental  question,  of 
course,  is  how  ambitious  we  should  be  in  trying  to  alter  societies 
in  other  parts  of  the  world.  We  certainly  should  try  to  project  and 
extend  our  values.  I  support  that.  The  question  is  how  far  one 
takes  this. 

Chairman  LaFalce.  The  more  somebody  wants  to  associate,  the 
further  we  are  able  to  take  it  and  that  is  why  we  lost  a  golden  op- 
portunity. 

Mr.  Bergsten.  Nobody  would  challenge  our  right  to  raise  the 
issue  of  right  of  establishment,  for  example.  Some  people  might 
complain  about  raising  the  issue  of  fair  and  free  elections.  The  first 
question  is  how  far  to  go. 

The  second  question,  once  you  have  answered  the  first  one,  is  the 
extent  to  which  you  want  to  use  these  economic  mechanisms,  trade 
treaties  and  the  like,  as  your  tool  for  socioengineering.  You  are 
right  that  these  provide  leverage,  but  any  set  of  criteria,  if  it  in- 
cluded both  economic  and  political  criteria,  might  become  so  over- 
whelming that  you  wouldn't  get  very  far  in  pursuing  some  of  your 
more  purely  economic  objectives.  You  have  to  make  some  fine  bal- 
ances between  the  two. 

Chairman  LaFalce.  Is  somebody  thinking  about  this,  debating 
it,  discussing  it,  writing  a  book  on  it? 

Mr.  Bergsten.  I  alwavs  happen  to  have  an  Institute  book  I  can 
reference.  We  are  just  about  to  publish  a  book  on  "Western  Hemi- 
sphere Economic  Integration"  which  goes  beyond  the  earlier  studies 
we  had  done  on  the  NAFTA  and  now  looks  at  the  Enterprise  for 
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the  America  Initiative  essentially  as  proposed  by  President  Bush  or 
the  extension  of  NAFTA  into  the  Western  Hemisphere.  You  will  be 
delighted  to  know  we  come  up  with  10  criteria,  what  we  call  eligi- 
bility criteria. 

Chairman  LaFalce.  Are  you  going  to  have  a  dinner  party  to 
unveil  that  book  on  a  night  other  than  a  Monday? 

Mr.  Bergsten.  We  wiU  check  your  schedule,  Mr.  Chairman,  and 
make  sure  you  can  come  if  you  will  promise  me  to  comment  on  the 
book.  How  is  that? 

Chairman  LaFalce.  Absolutely. 

Mr.  Bergsten.  Our  list  of  criteria,  you  will  be  delighted  to  know, 
includes  some  of  the  broader  issues  you  are  raising:  Certainly  envi- 
ronmental questions  and  questions  of  the  political  systems  within 
the  countries  themselves.  We  have  included  those  in  our  eligibility 
criteria. 

The  same  research  team  is  going  on  to  do  a  big  study  of  this  Asia 
Pacific  economic  opportunity.  One  of  the  questions  we  are  looking 
at  there  is  whether  the  same  set  of  eligibility  criteria  could,  in  fact, 
be  applied,  and  then  we  are  going  to  test  it  and  see  who  would  be 
eligible. 

Chairman  LaFalce.  It  seems  to  me  that  one  compromise  is  to 
have  a  holistic  criteria  and  say,  all  right,  you  can't  reach  every- 
thing but  you  ought  to  reach  at  least  an  80  percent  score  out  of 
these.  I  don't  know. 

Mr.  Bergsten.  Or  you  could  make  judgments.  You  could  have  a 
list,  and  it  wouldn't  necessary  to  require  a  rigid  up  or  down  deci- 
sion based  on  numerical  points. 

Chairman  LaFalce.  These  are  all  political  judgments,  there  is  no 
question. 

Mr.  Bergsten.  For  exactly  the  reason  you  are  saying,  many 
countries  want  to  now  join  NAFTA  one  way  or  another.  So,  we 
could  consider  doing  something  separately  in  the  Asia  Pacific.  We 
are  going  to  need  some  objective  criteria  as  to  who  plays. 

Chairman  LaFalce.  The  difficulty  that  I  have  in  dealing  with  so 
many  economists,  domestic  and  international,  Fred,  is  that  very 
often  they  get  lost  in  a  myriad  of  standards  and  data  and  we  talk 
about  trade  balances,  we  talk  about  current  account  balances  of 
GNP,  et  cetera,  and  we  leave  out  the  human  being  and  the  condi- 
tion of  the  human  being  from  the  discussion  and  the  equation,  and 
it  is  imperative  that  we  not  lose  focus  that  these  economic  indica- 
tors are  all  at  the  service  of  man,  not  vice-versa. 

I  think  that  to  the  extent  that  you  in  your  work  in  a  myriad  of 
forms  can  help  do  this,  you  would  be  doing  great,  great  work 
whether  to  the  Institute,  to  the  Eminent  Persons,  to  the  Competi- 
tiveness Council,  et  cetera. 

Mr.  Bergsten.  I  think  the  one  clear  message  that  went  out  to 
the  world  from  the  NAFTA  debate  in  these  halls  was  that  these  is- 
sues are  now  on  the  agenda.  As  it  came  out,  the  NAFTA,  for  all 
its  shortcomings,  is  probably  the  greatest  trade  treaty  ever 
reached.  It  begins  to  deal  with  environmental  questions  and  begins 
to  deal  with  the  other  questions  you  are  talking  about. 

Chairman  LaFalce.  I  think  the  greatest  thing  that  came  out  of 
the  NAFTA  was  Chiapas.  Our  committee  had  hearings  on  the  prob- 
lems in  Chiapas.  We  had  Father  Romo,  Bishop  Ruiz's  executive  di- 
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rector.  We  were  supposed  to  have  Bishop  Ruiz  but  I  wanted  to  take 
a  plane  on  Friday  and  he  wanted  to  testify  on  Friday  so  we  had 
his  executive  director.  We  had  the  Minnesota  Advocates  for  Human 
Rights,  which  did  the  report  on  the  problems  in  Chiapas. 

I  am  not  saying  that  NAFTA  was  the  cause,  although  the  fact 
that  they  timed  their  uprising  for  January  1st,  that  they  articu- 
lated NAFTA  as  the  primary  reason,  whether  it  was  or  wasn't,  I 
think  profound  good  is  going  to  come  of  Chiapas  in  the  future.  I 
think  it  is  more  that  we  start  thinking  of  the  lessons  of  Chiapas 
and  the  lessons  of  NAFTA  in  anticipation  of  future  agreements, 
and  I  will  be  coming  from  that  direction. 

I  had  a  conversation  yesterday  on  another  very,  very  important 
issue,  the  issue  of  the  appropriate  type  of  privatization  that  can 
take  into  account  the  elevation  of  human  beings  around  the  globe 
who  exist  in  poverty  and  who  may  exist  in  more  poverty  and  there 
is  a  patron  privatization  and  nomenclature  privatization  as  op- 
posed to  an  equitable  peoples'  privatization. 

Mr.  Bergsten.  I  want  to  make  one  small  point  on  the  invest- 
ment code  because  I  think  one  of  the  great  virtues  of  an  investment 
code,  or  what  started  out  as  voluntary  nonbinding  principles,  would 
be  the  opportunities  it  would  provide  for  your  small  and  medium 
enterprises.  The  big  firms  can  go  in  and  negotiate  with  a  ministry 
in  a  foreign  capital  and  work  out  a  deal  to  permit  their  investment. 
Transparency  and  the  commitments  on  the  right  of  establishment 
and  on  national  treatment  are  particularly  important,  I  believe,  to 
smaller-  and  medium-sized  firms.  That  is  one  reason  you  have  seen 
cross-investment  in  industrial  countries  by  those  firms  more  than 
into  developing  countries. 

Development  of  the  rules  of  the  game  in  that  area  was  something 
to  which  we  gave  a  high  priority  in  our  first  Eminent  Persons 
Group  report.  The  leaders  at  Seattle  essentially  told  us  to  work  it 
out.  The  officials  are  now  beginning  to  do  that.  That  could  be  a 
very  big  boost  to  the  issues  that  concern  this  committee. 

Chairman  LaFalce.  We  also  have  to  be  careful,  too,  in  privatiza- 
tion that  we  do  not  have  privatization  lead  to  private  sector  monop- 
oly and,  therefore,  control. 

We  also  have  to  be  concerned,  too,  that  we  use  privatization  to 
help  develop  a  small  and  medium  enterprise  working  entrepreneur- 
ial class  both  in  the  service  and  the  nonservice  sector.  But  there 
is  such  a  need  within  the  service  sector.  There  is  tremendous  op- 
portunity there  and  privatization  is  taking  place  within  the  APEC 
countries,  tremendously,  and  so  there  is  a  role  for  us  to  play  there, 
too,  and  we  will  be  doing  more  work  on  that  in  the  future. 

It  is  taking  place  in  Singapore,  Thailand,  Indonesia,  Mexico,  all 
over.  Good  and  bad  types.  We  will  be  pushing  that  some  more. 

A  couple  more  questions.  Mike,  any  time  you  have  a  question, 
just  jump  in. 

Mr.  HUFFINGTON.  OK. 

Chairman  LaFalce.  Marjorie,  likewise. 

One  country  that  we  leave  out  of  virtually  all  these  forums  and 
discussions,  to  a  certain  extent  they  have  left  themselves  out,  but 
they  ought  not  to  be  left  out.  In  the  future  they  should  bring  them- 
selves in  or  we  should  bring  them  in,  is  India.  It  is  enormous  in 
size,  in  problems,  in  potential. 
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I  am  a  believer  in  the  great  man  theory  of  history  in  that  I  think 
individuals  can  change  history.  I  honestly  think  if  Steve  Solarz 
ever  gets  his  name  through  the  Senate,  because  of  Steve's  aggres- 
siveness he  is  making  things  happen  in  India.  He  is  not  going  to 
have  his  country  left  out.  Enormous  potential.  India  is  almost  a  bil- 
lion people,  too.  What  is  it,  800  million? 

Mr.  Bergsten.  Yes,  and  on  current  growth  projections  it  will  ex- 
ceed China's  population  by  the  middle  of  next  century. 

Chairman  LaFalce.  There  you  have  a  situation.  In  China,  you 
have  economic  development  preceding  political  development.  In 
India,  you  have  political  development  and  democracies  preceding 
economic  development.  Somewhat  similar  to  what  happened  in  Po- 
land. Who  is  thinking  about  that  enormous  problem  and  potential 
of  India,  Fred?  Have  you  written  a  book  on  that? 

Mr.  Bergsten.  No. 

Chairman  LaFalce.  Why  not? 

Mr.  Bergsten.  I  failed.  I  don't  have  a  book  on  India  yet.  I  am 
going  to  India  next  month  to  pursue  exactly  these  kinds  of  ques- 
tions after  my  meetings  with  the  Eminent  Persons  Group  in  Malay- 
sia. I  am  going  on  to  India  in  part  to  discuss  exactly  this  range  of 
issues. 

India  has  voiced  interest  in  membership  in  APEC.  Until  recently, 
I  think  there  was  less  interest  in  India  than  the  size  of  the  under- 
lying population  would  suggest  because  of  doubts  about  the  eco- 
nomic system.  Now  reforms  nave  begun.  As  usual,  there  have  been 
some  fits  and  starts,  but  it  appears  India  is  taking  reform  seri- 
ously. 

I  have  heard  a  number  of  American  private  firms  in  recent 
months  say  they  prefer  India  to  China.  They  see  a  lot  more  poten- 
tial in  India  partlv  because  there  is  less  of  a  language  barrier.  As 
the  reforms  take  hold,  they  think  it  may  be  a  more  attractive  in- 
vestment site  than  China  despite  all  the  appeal  that  China  now 
has.  It  is  becoming  more  and  more  significant. 

You  are  right.  It  has  been  underanalyzed,  understudied, 
underconsidered  in  this  part  of  the  world.  I  suspect  that  is  going 
to  change  now  pretty  rapidly. 

Chairman  LaFalce.  Thank  you. 

We  recently  concluded  GATT.  The  business  community  was 
monolithically,  that  is,  the  large  business  community  was 
monolithically  supportive  of  NAFTA.  The  small  business  commu- 
nity was  sometimes  undecided.  NFIB,  for  example,  took  no  position 
on  NAFTA.  I  don't  know  if  you  are  aware  of  that. 

But  it  is  my  understanding  that  the  business  community  is  some- 
what divided  depending  upon  the  industry  and  sectors  with  respect 
to  GATT.  I  am  not  talking  about  official  positions  of  groups  such 
as  the  U.S.  Chamber,  NAM,  no.  I  am  talking  about  individual  sec- 
tors. What  is  the  breakdown  on  that,  Fred? 

Mr.  Bergsten.  I  think  that  overstates  business  opposition.  I 
think  there  is  a  pretty  high  degree  of  unanimity.  There  are  a  cou- 
ple of  sectors  whose  ox  got  gored.  Textiles  and  apparel  is  the  most 
noteworthy,  but  there  are  also  a  couple  of  agriculture  sectors.  They 
don't  want  to  face  competition.  So,  they  are  against  the  deal,  but 
they  are  a  minority.  That  is  highly  predictable.  At  the  time  of  the 
final  end  game  in  the  negotiations,  you  were  hearing  from  a  num- 
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ber  of  industries  that  they  weren't  getting  enough  out  of  the  deal, 
and  therefore  they  might  oppose  it. 

I  interpreted  that  then,  and  I  interpret  it  now,  as  the  usual  end 
game  bargaining.  Individual  industries  wanted  to  get  more  in  the 
final  package.  They  could  see  the  conclusion  coming.  They  raised 
the  question  of  whether  they  would  support  it  until  they  got  as 
much  as  they  could  and  the  deal  was  concluded. 

Almost  everyone,  to  my  knowledge,  has  concluded  they  are  far 
better  off  with  the  deal  than  without  it  and  will  support  it.  So,  my 
sense  is  that  virtually  all  of  the  business  community,  except  those 
sectors  who  saw  their  own  protection  removed,  do  in  fact,  support 
the  deal  and  will  do  so  when  you  consider  it  in  the  Congress  in  the 
next  few  months. 

Chairman  LaFalce.  What  can  we  expect  in  the  future  from  the 
administration  in  the  way  of  requests  for  a  fast  track  negotiating 
authority?  Is  there  anything  on  the  horizon  from  which  they  might 
request  this? 

Mr.  Bergsten.  You  will  have  to  ask  them  what  they  intend,  but 
my  personal  view  is  they  will  ask  for  fast  track  and  you  should  give 
it  to  them. 

Chairman  LaFalce.  For  what?  Just  carte  blanche  for  anything 
they  might  have  in  mind  or  should  they  be  specific? 

Mr.  Bergsten.  There  are  different  formulations.  You  can  give  it 
to  them  carte  blanche  and  ask  them  to  consult  you  if  they  want  a 
specific  negotiation. 

Chairman  LaFalce.  That  is  not  going  to  happen. 

Mr.  Bergsten.  They  have  a  mandate  under  the  Danforth 
Amendment  to  tell  you  by  the  1st  of  May  which  countries  they  are 
considering  negotiating  with  in  the  future. 

Chairman  LaFalce.  For  inclusion  into  NAFTA  or  anyplace? 

Mr.  Bergsten.  They  will  have  to  tell  you  or  maybe  you  will  want 
to  leave  it  a  little  open  to  keep  our  negotiating  position  open. 

Remember  a  key  point,  Mr.  Chairman.  If  the  Congress  insists  on 
nailing  the  administration  into  too  much  detail  in  these  authori- 
ties, they  will  have  no  negotiating  leverage  with  the  other  coun- 
tries. 

In  substance,  I  think  they  ought  to  be  in  a  position  to  extend  the 
NAFTA  to  additional  countries  in  the  Western  Hemisphere  and 
they  ought  to  be  able  to  negotiate  with  these  APEC  countries.  I 
would  leave  open  for  the  moment  whether  it  is  a  separate  agree- 
ment or  bilaterals  or  Asia-wide  or  an  extension  of  NAFTA.  They 
also  ought  to  be  able  to  continue  to  negotiate  in  the  GATT. 

There  is  a  lot  of  followup  to  the  Uruguay  Round:  Services,  sec- 
toral liberalization  and  so  on.  So,  I  think  you  have  to  craft  some 
fairly  extensive  trade  negotiating  authority.  I  would  keep  the  fast 
track.  Find  out  what  they  have  in  mind,  but  I  would  make  it  bigger 
rather  than  smaller  because  trade  expansion  is  going  to  be  a  criti- 
cal virtue  for  the  U.S.  economy. 

Chairman  LaFalce.  Well,  I  appreciate  the  advantages  of  fast 
track.  I  appreciate  its  disadvantages,  too.  It  basically  transforms  us 
from  a  representative  democracy  to  a  parliamentary  system  with 
respect  to  trade. 

Mr.  Bergsten.  I  respectfully  disagree  with  that,  Mr.  Chairman. 
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Chairman  LaFalce.  I  have  high  regard  for  the  efficiencies  of  a 

parhamentary 

Mr.  Bergsten.  But  there  is  so  much  close  consultation  with  the 
Congress  during  the  course  of  these  negotiations.  I  think  you  re- 
tained your  independence  very  well,  thank  you. 

Chairman  LaFalce.  I  really  strongly  disagree  with  you  on  that. 
We  are  co-opted.  We  are  given  a  document,  it  is  take  it  or  leave 
it  at  the  end. 

Mr.  Bergsten.  Can  I  say  one  thing  on  that?  My  main  criticism 
of  the  outcome  of  the  Uruguay  Round  was  that  the  U.S.  adminis- 
tration gave  away  much  too  much  at  the  end  to  the  pleas  of  indi- 
vidual Members  of  the  U.S.  Congress  who  wanted  to  protect  this 
and  that  specific  interest.  I  think  that  is  what  downgraded  the 
final  Uruguay  Round  outcome.  We  could  have  had  better.  I  think 
in  fact,  if  anything  there  was  too  much  input  from  Congress — not 
from  Congress  as  a  group,  but  from  individual  Members. 

Chairman  LaFalce.  That  may  be.  I  am  also  searching  for  a  com- 
promise, and  it  seems  to  me  that  one  compromise  that  might  per- 
mit the  reauthorization  of  fast  track,  at  least  for  this  Member,  is 
if  we  could  at  least  establish  criteria  that  will  not  have  to  be  sine 
qua  non  but  certainly  ought  to  be  goals.  At  the  very  least  should 
be  goals  and  then  we  could  measure  the  result  by  how  successfully 
they  are  able  to  accomplish  these  goals  or  not  and  still  make  a 

judgment  irrespective  of  that  but 

Mr.  Bergsten.  As  I  said  before,  I  think  there  is  some  merit  in 
spelling  out  criteria.  The  Congress  certainly  should  always  give  the 
administration  a  set  of  negotiating  objectives.  I  think  they  need  to 
be  broad  enough  to  give  some  negotiating  leverage  and  wiggle 
room,  but  it  is  the  Congress  that  always  spells  out  the  objectives 
for  future  negotiations,  and  this  would  be  one  way  of  setting  cri- 
teria for  countries  that  would  be  eligible  to  participate  in  future  ne- 
gotiations. 

If  you  go  that  way,  I  would  commend  to  you  this  list  that  we 
have  developed  as  part  of  our  Western  Hemisphere  study  and  we 
would  be  happy  to  share  that  with  you. 

Chairman  LaFalce.  If  you  have  a  draft  of  the  book,  I  would  like 
to  get  it. 
Mr.  Bergsten.  I  will  send  it  to  you  now. 
Chairman  LaFalce.  OK,  good. 

[Dr.  Bergsten's  statement  may  be  found  in  the  appendix.] 
Chairman  LaFalce.  I  have  no  further  questions  at  this  time. 
Any  Members  have  any  further  questions  of  Dr.  Bergsten? 
Mr.  PosHARD.  Mr.  Chairman,  may  I  ask  one  further  question? 
Chairman  LaFalce.  Yes. 

Mr.  PosHARD.  This  is  a  followup  to  Mr.  Klink's  questions  on  the 
NAFTA  and  the  potential  for  a  NAFTA  type  of  agreement  with  re- 
spect to  the  Pacific  Rim  countries. 

Dr.  Bergsten,  help  me  out  a  little  bit  because  I  heard  all  kinds 
of  figures  thrown  out  during  the  NAFTA  debate  with  respect  to  the 
development  in  Mexico  of  an  export  platform-based  economy  simi- 
lar to  what  has  been  developed  in  Taiwan  and  South  Korea  and 
other  places.  I  think  I  saw  the  figures  at  nearly  two-thirds  of  the 
goods  that  we  send  to  Mexico  today  are,  in  fact,  goods  that  are  sent 
there  for  purposes  of  being  manufactured  and  exported  back  into 
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this  country.  About  a  third  of  the  goods  actually  go  into  the  Mexi- 
can economy. 

So,  is  that  what  we  would  be  facing  with  a  Pacific  Rim  type  ar- 
rangement such  as  the  NAFTA?  Are  we  looking  at  American  manu- 
facturers basically  sending  capital  and  intermediate  goods  to  other 
countries  for  development  into  finished  products  for  the  purpose  of 
shipping  back  to  this  market.  Will  it  be  different  in  the  Pacific  Rim 
nations  than  the  way  it  has  been  in  Mexico  over  the  past  few 
years? 

Mr.  Bergsten.  I  think  it  would  be  quite  different,  but  it  is  very 
hard  to  generalize.  The  Asia  Pacific  region  includes  an  enormous 
diversity  of  countries,  ranging  from  Japan  with  a  per  capita  income 
of  $30,000  down  to  China  and  Indonesia  with  a  per  capita  of  less 
than  $1,000.  You  are  at  very  different  stages  of  development  in  the 
region.  Korea  and  Taiwan  are  in  between. 

I  would  not  worry  about  the  export  platform  concern.  Korea  and 
Taiwan,  in  some  sense,  are  already  there.  As  I  mentioned,  they 
have  got  more  barriers  against  us  than  we  have  against  them.  If 
you  really  get  a  free  trade  agreement,  we  would  enhance  our  oppor- 
tunities to  sell  to  them. 

I  think  the  question  would  be  with  the  lower  income,  less  devel- 
oped countries  in  the  region,  of  which  China  is  the  obvious  biggest 
case.  Indonesia  could  be  another.  So,  could  Vietnam.  These  coun- 
tries could  become  major  suppliers  of  certain  products  to  the  world 
market,  including  our  own. 

You  have  to  then  look  at  the  bottom  line,  which  is  the  trade  bal- 
ance. Take  the  Mexican  case.  What  you  depicted,  I  think,  is  correct, 
but  to  discern  the  net  effect  of  our  trade  with  Mexico  on  our  job 
situation,  at  least  in  the  short  to  medium  run,  you  look  at  the  trade 
balance.  We  have  had  a  big  favorable  swing  in  our  trade  balance 
with  Mexico  over  the  last  4  or  5  years  driven  purely  by  the  antici- 
pation of  NAFTA.  I  think  that  will  continue. 

Sure,  we  will  be  buying  more  from  them  but  they  buy  even  more 
from  us,  and  we  have  got  a  large  and  growing  trade  surplus  which 
by  definition  is  a  net  creator  of  jobs  in  the  United  States. 

Now,  if  you  take  some  Asian  countries  with  which  we  run  defi- 
cits— Japan,  China,  or  Taiwan — and  we  could  get  a  real  opening  of 
those  markets  as  well  as  sensible  macroeconomic  policies,  then  our 
deficits  could  come  down  considerably  and  that  would  help  us. 
Likewise,  with  the  countries  that  are  going  to  be  exporting  more 
to  us,  most  of  them  probably  will  import  more  from  us  as  well. 

The  history  of  Korea,  for  example,  is  not  one  of  running  sur- 
pluses with  us.  They  had  a  period  at  the  end  of  the  1980's  where 
they  ran  surpluses  for  a  few  years.  But  we  now  run  a  trade  surplus 
bilaterally  with  Korea.  So,  it  would  depend  which  way  they  went. 
We  would  encourage  them  to  move  toward  openness,  where  they 
buy  from  us  more  than  they  sell  to  us  or  at  least  as  much. 

The  record  is  that  more  countries  do  tend  to  follow  that  model 
and  that  Mexico  was  right  in  that  mode. 

Mr.  PosHARD.  Thank  you. 

Chairman  LaFalce.  Dr.  Bergsten,  as  always,  I  find  our  sessions 
with  you  extremely  interesting  and  illuminating.  I  thank  you  very, 
very  much. 

Mr.  Bergsten.  Thank  you,  and  good  luck  with  this  effort. 
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Chairman  LaFalce.  Our  next  panel,  come  to  the  witness  table 
now.  Ms.  Sandra  O'Leary;  Mr.  Chiaruttini;  also  backed  by  Ms. 
Nancv  Adams;  and  Mr.  Peter  Cashman. 

Before  we  begin,  the  committee  will  take  approximately  a  2  to  3 
minute  break. 

[Brief  Recess.] 

Chairman  LaFalce.  I  am  sorry  that  we  took  so  long  with  Dr. 
Bergsten  but  I  find  his  testimony  so  fascinating  that  I  always  want 
to  engage  in  maximum  feasible  dialog. 

Ms.  O'Leary.  I  share  your  feelings  on  that. 

Chairman  LaFalce.  Thank  you. 

Ms.  O'Leary,  you  are  the  Deputy  Secretary  of  State  for  East 
Asian  and  Pacific  Affairs;  right? 

Ms.  O'Leary.  That  is  correct. 

Chairman  LaFalce.  Who  do  you  report  to? 

Ms.  O'Leary.  I  report  to  Assistant  Secretary  Winston  Lord. 

Chairman  LaFalce.  Who  does  he  report  in  to? 

Ms.  O'Leary.  He  reports  to  Under  Secretary  Peter  Tarnoff, 
Under  Secretary  of  State  for  Political  Affairs. 

Chairman  LaFalce.  Who  does  he  report  to? 

Ms.  O'Leary.  The  Secretary  of  State. 

Chairman  LaFalce.  All  right.  Will  he  be  reporting  into  Strobe 
Talbott  once  he  is  confirmed? 

Ms.  O'Leary.  I  am  not  sure  exactly  what  the  new  arrangement 
with  Strobe  Talbott  will  be. 

Chairman  LaFalce.  I  was  just  curious  about  all  of  that.  Go 
ahead. 

TESTIMONY  OF  SANDRA  B.  O'LEARY,  DEPUTY  ASSISTANT  SEC- 
RETARY FOR  EAST  ASIAN  AND  PACIFIC  AFFAIRS,  DEPART- 
MENT OF  STATE 

Ms.  O'Leary.  Mr.  Chairman,  I  welcome  this  opportunity  to  speak 
with  you  about  the  Asia  Pacific  Economic  Cooperation  forum,  or 
APEC.  During  my  testimony,  I  would  like  to  discuss  with  you 
APEC,  its  accomplishments  at  the  meetings  held  last  November  in 
Seattle,  and  to  talk  about  APEC's  plans  for  this  year,  including  in 
the  area  of  small  and  medium  enterprises,  or  SMEs. 

The  APEC  forum  is  building  on  the  dramatic  economic  trans- 
formation now  underway  in  the  Asia  Pacific  region.  Since  its  estab- 
lishment in  1989,  APEC  has  evolved  into  our  principal  multilateral 
forum  for  promoting  greater  economic  cooperation  and  trade  liber- 
alization in  the  Asia  Pacific  region. 

APEC's  basic  objectives  as  stated  in  the  1991  Seoul  Ministerial 
Declaration  of  APEC  are  to  sustain  growth  and  development  of  the 
region;  enhance  the  positive  gains  from  increasing  economic  inter- 
dependence; develop  and  strengthen  the  open  multilateral  trading 
system;  and  reduce  regional  barriers  to  trade  and  investment  con- 
sistent with  GATT  principles. 

Last  year,  at  the  APEC  ministerial  in  Seattle,  chaired  by  Sec- 
retary Christopher,  APEC  members  took  important  steps  to 
strengthen  the  organization,  making  it  increasingly  relevant  to  the 
real  world  of  the  region's  businessmen  and  women. 

At  Blake  Island,  President  Clinton  hosted  an  unprecedented 
meeting  of  economic  leaders  of  Asia  Pacific.  The  meeting  reflected 
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the  emergence  of  a  new  voice  for  the  region  and  a  new  commitment 
to  economic  cooperation  by  the  diverse  and  dynamic  economies  of 
APEC.  Leaders'  discussions  on  Blake  Island  centered  on  common 
economic  challenges,  national  economic  priorities,  and  mechanisms 
which  APEC  could  develop  to  meet  those  economic  challenges  and 
priorities. 

The  leaders  agreed  to  a  broad  range  of  initiatives  that  will  build 
on  the  spirit  of  openness  and  cooperation  and  contribute  to  growth 
and  well-being  in  the  entire  Pacific  basin. 

Indonesian  President  Soeharto  has  invited  the  leaders  to  a  sec- 
ond meeting  this  November  in  Indonesia  to  culminate  Indonesia's 
year  as  APEC's  chair. 

Both  the  leaders  and  the  ministerial  meeting  in  Seattle  ener- 
gized APEC.  It  has  now  entered  a  new  era  where  members  at  all 
levels,  from  leaders  on  down,  from  ministers  to  the  senior  official 
level,  recognize  the  benefits  of  economic  cooperation  and  want  to 
get  things  done  now.  With  the  adoption  in  Seattle  of  the  declara- 
tion on  an  APEC  trade  and  investment  framework,  APEC's  work 
in  fostering  regional  trade  and  investment  liberalization  is  making 
considerable  progress. 

The  framework  established  a  Committee  on  Trade  and  Invest- 
ment, called  CTI,  and  a  work  program  that  will  address,  among 
other  things,  regional  trade  and  investment  barriers  and  ways  to 
reduce  transaction  costs  of  doing  business  in  the  region. 

SME's  are  also  identified  as  a  priority  item  on  the  CTI's  work 
program  this  year.  The  10  working  groups  of  APEC  have  also  been 
energized.  The  focus  of  these  groups  is  to  develop  economic  co- 
operation initiatives  and  activities  with  real  benefits  to  the  private 
sector  of  member  economies.  New  business  opportunities  for  Ameri- 
cans are  being  created  through  ongoing  APEC  collaborative  work 
projects  in  telecommunications,  energy  efficiency,  clean  coal  tech- 
nology, education  and  training,  transportation,  tourism,  fisheries 
and  marine  resources  and  trade,  and  investment  facilitation. 

A  major  U.S.  and  APEC-wide  goal  is  to  increase  private  sector 
involvement,  including  small-  and  medium-sized  enterprises,  which 
helps  to  ensure  that  APEC's  work  remains  relevant  to  real  world 
problems.  Business  provides  us  the  expertise  and  resources  nec- 
essary for  APEC  to  achieve  its  objectives. 

In  some  working  groups  such  as  transportation  and  tele- 
communications, private  sector  participants  share  their  experiences 
and  frustrations  of  operating  within  the  region,  offer  solutions  and 
help  working  groups  to  facilitate  the  transfer  of  know-how  and 
technology. 

In  addition  to  a  broad  range  of  individual  companies,  many  U.S. 
business  organizations  have  participated  in  APEC's  work,  including 
the  U.S.  ASEAN  Council,  the  U.S.  Chamber  of  Commerce,  the  Na- 
tional Association  of  Manufacturers,  and  the  U.S.  sections  of  PECC 
and  PBEC,  the  Pacific  Basin  Economic  Council.  We  would  welcome 
and  indeed  encourage  other  private  sector  interest  in  working  with 
APEC  throughout  the  year. 

Looking  to  1994,  we  want  to  be  sure  followup  is  completed  on  all 
the  initiatives  from  the  ministerial  and  leaders'  meetings  in  Seattle 
and  to  maintain  the  momentum  that  was  begun  at  Seattle. 
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Indonesia,  as  the  new  chair,  has  outhned  its  priorities  for  APEC 
in  1994  in  four  areas,  which  we  strongly  support.  These  areas  are 
human  resource  development;  strengthening  the  role  of  the  private 
sector  in  APEC;  regional  cooperation  to  improve  infrastructure;  and 
the  promotion  of  small  and  medium-sized  enterprises. 

We  see  numerous  positive  linkages  between  these  various  issues 
and  we  will  be  working  closely  with  Indonesia  and  other  APEC 
members  to  strengthen  regional  cooperation  in  these  priority  areas. 

Earlier  this  month  in  Jakarta,  Indonesia  hosted  the  first  of  four 
senior  officials  meetings.  The  Jakarta  meeting  showed  that  as  a  re- 
sult of  Blake  Island,  APEC  has  entered  a  new  phase  from  a  pre- 
occupation with  what  APEC  should  be  as  an  institution  to  a  new 
focus  on  what  APEC  can  do  in  an  increasingly  complex  and  sub- 
stantive program  involving  not  only  the  Committee  on  Trade  and 
Investment  but  the  Ad  Hoc  Economic  Trends  and  Issues  Group, 
and  the  10  working  groups  I  referred  to  before. 

Our  developing  work  plan  on  small  and  medium  enterprises,  I 
think,  clearly  illustrates  this.  At  Blake  Island  last  November, 
APEC  leaders  agreed  to  a  proposal  for  a  small-  and  medium-sized 
enterprise  initiative  and  ministerial  meeting.  The  leaders  also 
called  for  a  Pacific  business  forum  with  one  small  or  medium  enter- 
prise representative  and  one  large  business  representative  from 
each  APEC  economy  to  report  to  leaders  on  private  sector  opportu- 
nities and  challenges  in  the  region. 

Indeed,  we  see  this  Pacific  basin  business  forum  operating  in 
somewhat  the  same  way  as  Fred's  Eminent  Persons  Group  oper- 
ated. In  other  words,  a  small  forum  of  leading  private  sector  rep- 
resentatives from  each  economy  to  provide  leaders  and  ministers 
with  a  view  as  to  what  areas  would  be  most  beneficial  for  APEC 
to  focus  on  in  the  future. 

With  only  3  months  since  the  Seattle  meeting,  APEC's  work  on 
SME's  is  still  in  its  preliminary  stages.  It  is  clearly  an  issue  that 
is  important  to  all  APEC  members. 

As  I  mentioned,  Indonesia  has  said  this  will  be  one  of  its  four 
priority  areas,  and  within  the  Committee  on  Trade  and  Investment, 
ministers  have  identified  SME's  as  a  priority  area  for  the  commit- 
tee to  work  on.  Nancy  Adams  of  USTR  is  one  of  the  vice  chairs  for 
that  committee  and  our  chief  U.S.  representative  on  that  body. 

SME's  make  up  over  96  percent  of  the  firms  in  APEC  economies. 
According  to  a  recent  paper  prepared  for  the  Jakarta  senior  offi- 
cials meetings  by  the  PECC,  SME's  employ  about  60  percent  of  the 
work  force  and  contribute  about  70  percent  of  new  jobs  in  APEC 
economies  as  a  whole.  SME's  have  demonstrated  their  ability  to 
adapt  rapidly  for  economic  and  technological  change,  thereby  in- 
creasing the  dynamism  of  regional  economies. 

At  the  Jakarta  senior  officials  meeting,  senior  officials  urged  all 
working  groups  to  ensure  that  their  work  reflects  the  priority 
placed  on  SME's  by  APEC  ministers  and  leaders.  Representatives 
from  all  member  economies  will  be  making  recommendations  to 
senior  officials  on  specific  APEC-SME  priorities  before  our  next 
meeting  in  May.  Chinese  Taipei,  which  has  been  a  leader  in  push- 
ing the  SME  issue  in  APEC,  will  be  gathering  and  disseminating 
policy  level  information  in  March  and  April  to  pass  on  to  this  ex- 
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perts  meeting  and  in  turn  to  report  to  the  senior  officials  meeting 
in  May. 

In  Jakarta,  a  number  of  ideas  were  discussed  by  APEC  members. 
These  include  a  policy  dialog  among  APEC  members  focusing  on 
best  practices  that  would  help  SME's  compete  in  an  increasingly 
international  business  environment. 

Other  ideas  include  a  framework  for  APEC  cooperation  on  SME's 
to  include  market  access,  access  to  credit  and  capital,  access  to 
technology,  and  organizational  and  managerial  capabilities. 

In  addition,  action  programs  have  been  suggested  to  develop 
SME's  in  agricultural,  wood  products,  leather,  garments,  metal, 
and  electronics  industries.  Finally,  the  focus — it  has  been  suggested 
that  we  focus  on  removing  policy  biases  which  disadvantage  SME's, 
and  also  focus  on  the  challenges  of  new  technologies  for  SME's,  the 
exchange  and  sharing  of  technical  resources  and  various  methods 
of  institutional  support. 

The  importance  of  small  and  medium  enterprises  in  the  United 
States  is  well-known  to  you  and  guides  our  participation  in  this  ef- 
fort in  APEC.  Ninety-nine  percent  of  all  U.S.  private  sector  firms, 
or  approximately  2OV2  million  firms,  are  SME's.  They  employ  50 
percent  of  the  American  private  work  force  and  constitute  53  per- 
cent of  all  sales,  about  half  our  GDP  and  about  100  percent  of  net 
new  jobs  in  the  U.S.  private  sector  from  1987  to  1992.  We  are  in- 
terested, therefore,  and  consider  it  a  high  priority,  to  pursue  any 
effort  that  will  increase  U.S.  jobs,  wealth  and  competitiveness  in 
this  very  important  part  of  the  private  sector. 

We  anticipate  that  in  addition  to  the  United  States,  Japan,  Indo- 
nesia, Chinese  Taipei,  and  the  Philippines  will  be  particularly  ac- 
tive on  the  SME  agenda. 

We  believe  the  U.S.  has  extensive  relevant  experience  and  well- 
developed  programs  to  offer  a  policy  dialog  searching  for  best  prac- 
tices for  SME  competitiveness  in  the  APEC  region. 

We  will  throughout  the  year  be  promoting  greater  participation 
by  SMEs  in  APEC  work  programs,  encouraging  the  U.S.  members 
of  the  working  groups  to  emphasize  SMEs  in  their  programs,  and 
advocate  a  trade  opportunities  network.  At  the  same  time,  we  be- 
lieve that  the  exchange  of  ideas  with  other  APEC  economies,  who 
are  among  the  world's  most  dynamic  economies,  will  also  poten- 
tially benefit  the  United  States. 

We  look  forward  to  an  active  dialog  with  the  Congress  and  with 
the  U.S.  private  sector  as  we  develop  our  SME  agenda  and  our  ini- 
tiatives throughout  APEC. 

Thank  you  very  much. 

Chairman  LaFalce.  Thank  you. 

[Ms.  O'Leary's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Our  next  witness  will  be  Giordano 
Chiaruttini,  Deputy  Director  of  the  Office  of  International  Trade — 
I  love  your  name,  Mr.  Chiaruttini — who  is  the  Director. 

Mr.  Chiaruttini.  We  have  a  new  Director,  sir,  Irene  Fisher. 

Chairman  LaFalce.  When  did  she  come  in? 

Mr.  Chiaruttini.  About  3  weeks  ago,  maybe  4  weeks  now. 

Chairman  LaFalce.  How  long  have  you  been  Deputy  Director? 

Mr.  Chiaruttini.  For  about  3  years  and  Acting  Director  during 
that  time  for  about  a  year. 
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Chairman  LaFalce.  What  did  you  do  prior  to  your  3  years? 

Mr.  Chiaruttini.  I  was  in  the  Office  of  Advocacy  in  the  SBA. 

Chairman  LaFalce.  What  is  Ms.  Fisher's  background? 

Mr.  Chiaruttini.  Ms.  Fisher  comes  from  the  Cahfornia  Export 
Finance  Offiice,  which  is  essentially  the  California  State  trade  fi- 
nance arm,  and  she  is  pretty  much  there  specifically  to  transfer 
some  of  the  lessons  that  they  have  learned  to  our  program. 

Chairman  LaFalce.  Good.  Ask  her  to  stop  by  my  office  for  5 
minutes  sometime  just  to  say  hello. 

Mr.  Chiaruttini.  Yes,  sir. 

Chairman  LaFalce.  Please  proceed. 

TESTIMONY  OF  GIORDANO  A.  CHIARUTTINI,  DEPUTY  DIREC- 
TOR, OFFICE  OF  INTERNATIONAL  TRADE,  SMALL  BUSINESS 
ADMINISTRATION  AND  VICE  CHAIRMAN,  OECD  WORKING 
PARTY  ON  SMALL  AND  MEDIUM  ENTERPRISES;  NANCY  J. 
ADAMS,  ASSISTANT  U.S.  TRADE  REPRESENTATIVE  FOR  ASIA 
PACIFIC  ECONOMIC  COOPERATION  AFFAIRS,  OFFICE  OF 
THE  U.S.  TRADE  REPRESENTATIVE,  U.S.  SENIOR  OFFICIAL 
TO  APEC;  PETER  A.  CASHMAN,  ACTING  DEPUTY  ASSISTANT 
SECRETARY  FOR  ASIA  AND  PACIFIC,  DEPARTMENT  OF  COM- 
MERCE 

Mr.  Chiaruttini.  Yes,  sir.  Mr.  Chairman,  thank  you  for  the  op- 
portunity to  present  the  following  information  today  on  the  OECD 
and  the  APEC  initiatives  on  small-  and  medium-sized  enterprises 
and  the  SBA's  role  in  those  initiatives. 

I  beheve  the  committee's  focus  on  the  SME  initiatives  of  the 
OECD  and  the  APEC  nations  is  appropriate  and  timely. 

Many  Western  European  and  Asian  governments  are  just  begin- 
ning to  discover  what  the  United  States  has  known  for  a  long  time, 
that  is,  small  businesses  are  the  job  creators  and  product 
innovators  of  a  healthy  economy.  They  are  quick  to  respond  to  mar- 
ket changes  and  are  efficient  users  of  an  economy's  financial  cap- 
ital and  other  production  resources. 

The  U.S.  small  business  experience,  I  think,  can  serve  as  an  ap- 
propriate model  to  other  nations  as  they  search  for  ways  to  boost 
employment  in  their  own  economies  and  confront  global  competi- 
tion. 

Large  manufacturing  corporations  in  foreign  economies  are  doing 
basically  the  same  thing  as  their  counterparts  in  the  United  States, 
that  is,  applying  advanced  technology  and  more  effiicient  manage- 
ment systems  to  achieve  better  production  economy.  The  end  result 
is  often  the  downsizing  of  their  work  forces;  that  is,  jobs  are  being 
lost,  not  created. 

Many  other  nations  are  realizing  that  they  can  no  longer  rely  on 
large  quasi-State  corporations  and  protective  labor  unions  to  pre- 
serve and  replenish  their  employment  base.  Many  OECD  countries 
and  the  APEC  seem  to  be  converging  on  the  same  conclusion  simul- 
taneously. That  is,  they  are  recognizing  the  growing  importance  of 
SME's  and  are  trying  to  learn  how  to  better  nurture  their  develop- 
ment. 

The  United  States  offers  a  deep  pool  of  small  business  experience 
and  success  to  draw  from.  At  the  same  time,  many  OECD  partners 
and  the  APEC  are  searching  for  new  ways  to  become  more  produc- 
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tive  as  they  realize  what  a  powerful  competitive  and  job  creating 
force  small-  and  medium-sized  businesses  can  be. 

Clearly,  a  close  affiliation  between  the  United  States  and  its 
OECD  and  APEC  partners  on  the  issue  of  the  globalization  of  small 
businesses  can  be  of  mutual  benefit.  The  United  States  can  both 
contribute  to  and  learn  from  what  the  European  and  Asian  econo- 
mies are  doing  now  and  will  do  in  the  future.  At  the  same  time, 
we  can  provide  information  and  assistance  to  our  own  small  busi- 
nesses in  how  they  can  compete  more  effectively  in  the  global 
arena. 

I  have  divided  my  testimony  into  two  parts,  essentially.  The 
OECD  and  how  the  Working  Party  on  SME's  was  established  and 
then  SBA's  limited  role  in  the  APEC  initiatives. 

The  OECD  is  composed  of  24  member  nations  and  is  the  forum 
for  monitoring  economic  trends  among  its  members,  the  free  mar- 
ket democracies  of  North  America,  Western  Europe,  and  the  Pa- 
cific. 

In  March  1993,  the  OECD  approached  the  SBA  about  supporting 
the  formation  of  a  Small  and  Medium  Enterprise  Working  Party 
under  the  aegis  of  its  Directorate  for  Science,  Technology  and  In- 
dustry. The  purpose  of  this  working  party  or  committee  is  to  pro- 
vide a  forum  for  the  24  member  nations  to  examine  the  role  of 
SME's  in  their  respective  economies  as  they  relate  to  the  global 
economy. 

The  SBA  agreed  to  support  the  working  party  in  the  form  of  a 
$44,000  voluntary  contribution  to  the  OECD  to  support  the  newly 
formed  committee  for  calendar  year  1994. 

In  October,  I  attended  the  inaugural  meeting  of  the  SME  work- 
ing party  at  OECD  headquarters  in  Paris  as  the  U.S.  delegate.  The 
purpose  of  that  meeting  was  to  establish  an  agenda  for  the  commit- 
tee and  to  elect  a  chairman  and  four  vice  chairs  for  the  new  com- 
mittee. 

The  SME  working  party  is  chaired  by  Ian  Donald,  director  gen- 
eral, Entrepreneurship  and  Small  Business  Office,  Canada. 

Chairman  LaFalce.  Is  he  in  Ottawa? 

Mr.  Chiarutteni.  Yes,  sir.  The  vice  chairs  are  filled  by  represent- 
atives from  Australia,  France,  Finland,  and  the  United  States.  The 
four  vice  chairs  advise  the  chair  and  support  the  secretariat  in  es- 
tablishing and  implementing  the  working  party  program. 

The  working  party  has  agreed  to  four  activities  for  its  new  pro- 
gram. Frist,  best  practices  in  SME  policies  in  the  areas  of  finance, 
management,  business  environment  and  access  to  markets;  second, 
the  creation  of  a  small-medium  enterprise  information  data  base; 
third,  assist  the  SME  sector  of  Eastern  European  economies  in 
transition;  and,  fourth,  cooperate  with  the  OECD  industry  commit- 
tee to  develop  a  statistical  data  base  on  small-  and  medium-enter- 
prises. 

Chairman  LaFalce.  On  item  number  three,  have  we  done  any- 
thing on  that  activity  yet? 

Mr.  Chiaruttini.  The  committee  itself  has  established  a  data 
base,  essentially  a  data  base  that  can  be  accessed  by  some  of  the 
Eastern  European  countries  and  I  know  a  limited  amount  about  it, 
except  it  is  basically  an  investment  opportunity  data  base. 
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Chairman  LaFalce.  Well,  in  January  1990  I  went  to  the  Central 
European  countries  and  came  back  and  wanted  the  SBA  to  become 
more  involved  in  this  type  of  work  and  so  created  by  law  the 
Central  European  Commission.  Now  the  administration  in  its 
budget  has  called  for  its  abolition.  Are  you  aware  of  that? 

Mr.  Chiaruttini.  I  had  heard  that,  yes,  sir. 

Chairman  LaFalce.  It  seems  to  me  that  the  OECD  is  now  say- 
ing that  one  of  its  four  activities  ought  to  be  to  work  with  these 
European  countries.  They  say  Eastern  European,  I  was  focusing  on 
Central  Europe  for  the  most  part,  because  that  is  what  these  com- 
munities haven't  had.  I  mean,  they  have  only  had  State-owned  en- 
terprises and  we  need  small-  and  medium-sized  enterprises. 

Chairman  LaFalce.  Do  you  work  in  your  Office  of  International 
Trade  with  this  Central  European  business  commission? 

Mr.  Chiaruttenl  Recently  the  function  of  that  was  transferred 
into  our  office  just  about  a  month  ago.  Up  until  that  time  it  had 
been  entirely  out  of  our  office  but  it  is  in  our  office  now,  yes,  sir, 
under  the  direction  of  the  new  director. 

Chairman  LaFalce.  I  am  also  interested,  very  interested  in  the 
issue  of  privatization.  There  are  a  million  different  types  of  privat- 
ization, but  I  am  interested  in  the  privatization  that  can  help  bet- 
ter distribute,  more  equitably  distribute  the  existing  wealth  and 
the  potential  wealth  of  society  and  develop  a  small  business  and 
medium  enterprise  entrepreneurial  class.  I  just  want  you  to  know 
where  I  am  coming  from. 

Mr.  Chiaruttenl  Yes,  sir. 

In  the  best  practices  agenda,  members  of  the  working  party  will 
share  policies  and  practices  that  have  been  effective  or  not  effective 
and  also  lessons  to  be  gained  there  and  will  identify  problems  that 
still  must  be  resolved. 

For  the  May  2nd  and  3rd  meeting  in  Paris  this  year,  the  best 
practices  will  be  in  the  subject  areas  of  business  startups,  informal 
equity,  export  financing,  and  one-stop  shops.  The  United  States 
will  present  a  paper  on  export  financing  for  U.S.  small  businesses. 
The  United  Kingdom  will  present  one  similar  for  their  own  firms. 

Chairman  LaFalce.  Who  will  be  presenting  that  for  the  United 
Kingdom? 

Mr.  Chiaruttinl  I  do  not  know  the  name  of  that  person. 

Chairman  LaFalce.  Could  you  find  that  out,  which  office,  et 
cetera?  When  will  they  have  that  paper  ready,  do  you  think? 

Mr.  Chl\ruttinl  They  are  supposed  to  be  done,  the  initial  drafts 
or  the  final  drafts,  actually,  are  to  be  presented  to  the  working 
party  in  Paris  OECD  in  March  because  they  have  to  be  translated 
and  distributed. 

Chairman  LaFalce.  Will  you  get  it? 

Mr.  Chiaruttinl  Yes,  sir,  we  will  get  it.  Would  you  like 

Chairman  LaFalce.  I  will  go  over  to  London  the  end  of  March, 
beginning  April,  if  you  can  get  it  to  me  before  then.  I  assume  the 
SBA  is  going  to  be  collating  it,  although  we  have  export  financing 
from  a  multiplicity  of  different  agencies.  All  right.  Please  continue. 

[The  information  may  be  found  in  the  appendix.] 

Mr.  Chiaruttinl  Yes,  sir.  In  addition  to  the  papers  that  we  will 
be  presenting,  the  SBA  is  also  working  with  the  staff  of  the  OECD 
working  party  secretariat  to  establish  an  SME  information  data 
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base  that  will  provide  up-to-date  information  on  the  policies,  prac- 
tices, and  programs  of  Canada  and  the  United  States. 

The  ultimate  goal  of  this  data  base  will  consist  of  information 
provided  by  hopefully  all  member  countries  and  outside  resources. 
Initially,  this  data  base  will  be  available  only  to  OECD  member 
governments.  However,  it  is  conceivable  that  this  information  could 
be  used  by  the  soon  to  be  expanded  U.S.  export  assistance  centers 
that  are  now  starting  up  and  are  helping  U.S.  businesses  enter 
international  markets. 

The  initial  goals  of  the  SME  working  party  are  modest  and  prac- 
tical. Once  accomplished,  these  goals  can  be  enhanced  as  more 
member  nations  realize  the  importance  of  participating  in  a  forum 
where  comparable  problems  and  solutions  can  be  shared  to  resolve 
job  creation  and  competition  issues. 

Turning  now  to  the  APEC.  As  you  know,  the  aPEC  is  comprised 
of  18  next  year — but  17  now — Pacific  nations  that  are  taking  a  re- 
gional approach  in  addressing  common  economic  issues  and  prob- 
lems. To  date,  the  SBA  has  had  limited  involvement  in  the  APEC 
small-  and  medium-enterprise  process.  We  have  supplied  informa- 
tion on  SBA's  trade  program  to  the  USTR,  the  Department  of  Com- 
merce, for  the  APEC  customs  trade  symposium  that  was  held  last 
November  in  Seattle. 

That  information  included  a  brief  description  of  a  newly  funded 
SBA  program  called  UNISPHERE,  which  is  a  nonprofit  organiza- 
tion that  acts  as  a  joint  venture — strategic  alliance  broker  between 
U.S.  small  businesses  and  foreign  businesses.  This  pilot  project  was 
funded  by  the  Office  of  International  Trade  in  accordance  with  the 
Trade  and  Competitiveness  Act  of  1988  that  mandates  catalyzing 
the  formation  of  joint  ventures.  UNISPHERE  has  the  potential  to 
serve  as  a  bridge  between  U.S.  small  businesses  and  their  Asian 
counterparts  willing  to  partner  with  American  firms. 

During  meetings  with  the  USTR,  the  Department  of  State,  and 
the  Department  of  Commerce,  there  has  been  discussion  on  the 
possibility  of  replicating  within  the  APEC  some  of  the  practices 
that  are  being  introduced  now  at  the  OECD-SME  working  party. 
That  is  an  accessible  on-line  information  data  base  and  the  sharing 
of  best  practices  among  member  nations  of  APEC.  That  discussion 
still  continues. 

In  conclusion,  I  would  like  to  say  that  my  brief  involvement  has 
been  just  with  one  part  of  the  OECD  and  a  very  limited  exposure 
to  U.S.  efforts  in  APEC's  proposed  SME  initiatives.  But  my  expo- 
sure has  convinced  me  that  the  industrialized  and  developing  na- 
tions are  realizing  the  strong  and  growing  economic  potential  of  the 
SME's  and  they  are  looking  to  SME's  to  create  a  more  productive 
and  competitive  economy  while  creating  more  jobs. 

The  small  business  experience  in  the  United  States  offers  suc- 
cessful examples  about  how  small  firms  have  made  a  major  impact 
on  a  healthy,  growing  economy.  It  is  an  area  in  which  the  United 
States  certainly  has  and  should  maintain  a  leadership  role. 

To  date,  SBA's  OfTice  of  International  Trade  has  had  the  primary 
role  within  SBA  of  monitoring  the  SME  activities  of  the  OECD  and 
APEC.  However,  staff  and  funds  limit  our  ability  to  participate  in 
and  contribute  to  what  is  happening  in  those  arenas. 
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We  recognize  the  importance  of  the  SME  initiatives  taking  place 
in  the  APEC  and  OECD  countries  and  we  will  continue  to  contrib- 
ute to  U.S.  efforts  where  appropriate  and  where  we  are  needed. 

I  thank  you  for  the  opportunity  to  present  my  comments  today, 
and  I  appreciate  your  interest  and  the  committee's  interest  in  the 
globalization  of  small-  and  medium-enterprises  and  how  that  phe- 
nomenon will  affect  U.S.  small  business. 

Chairman  LaFalce.  All  right.  Thank  you  very  much. 

[Mr.  Chiaruttini's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Ms.  Adams,  Mr.  Cashman,  do  you  have  any- 
thing that  you  would  like  to  offer  at  this  point? 

Ms.  Adams.  I  think  the  record  of  my  colleagues  and  their  descrip- 
tions cover  it.  I  would  be  happy  to  answer  any  questions. 

Chairman  LaFalce.  Mr.  Cashman? 

Mr.  Cashman.  Also,  my  colleagues  have  covered  the  issue  quite 
well,  I  think,  and  I  am  available  to  answer  some  questions. 

Chairman  LaFalce.  All  right.  Thank  you.  Also  I  wonder  if  we 
are  a  little  top  heavy  here  with  Asia  and  the  Pacific  from  State, 
USTR,  and  Commerce.  That  is  all  we  have. 

Mr.  Chiaruttini,  on  behalf  of  SBA,  you  are  here  as  the  vice  chair- 
man of  the  OECD  working  party.  The  OECD  covers  the  world,  but 
it  is  stacked  with  European  countries  more  so  than  the  others. 

Mr.  Chlaruttlnl  European,  yes.  European.  Western  European 
industrialized,  richer  nations  and  Canada  and  Japan. 

Chairman  LaFalce.  I  understand.  Within  State,  Ms.  O'Leary, 
within  USTR,  Ms.  Adams,  and  within  Commerce,  within  the  offices 
responsible  for  areas  other  than  Asia  Pacific,  do  they  have  a  sen- 
sitivity to  what  is  going  on  within  OECD  with  respect  to  small-  and 
medium-enterprises? 

Ms.  O'Leary.  Within  the  State  Department,  both  the  European 
bureau  as  the  regional  bureau  is  very,  very  active  and  has  primary 
coordinating  responsibility  for  all  OECD  activities,  including  this 
small-  and  medium-enterprise  initiative. 

Chairman  LaFalce.  Who  would  that  be? 

Ms.  O'Leary.  It  is 

Chairman  LaFalce.  Who  is  the  Deputy  Assistant  Secretary  for 
European — the  person  most  likely  to  be  aware? 

Ms.  O'Leary.  The  Director  of  the  Office  of  Regional  Political  and 
Economic  Affairs  is  Mr.  Sean  Donnelly.  His  office  has  responsibility 
for  OECD  issues. 

Chairman  LaFalce.  All  right.  Would  you  ask  him  to  give  me  a 
buzz,  please,  and  maybe  he  can  come  on  over  for  a  visit. 

Ms.  O'Leary.  Surely. 

Chairman  LaFalce.  What  about  USTR? 

Ms.  Adams.  At  this  point,  Mr.  Chairman,  the  USTR  represents 
and  follows  small  business  issues  from  a  number  of  perspectives. 
In  the  OECD  context,  we  also  are  an  active  participant  in  U.S.  rep- 
resentation on  OECD  issues.  We  serve  at  the  moment  as  the  Chair 
of  the  OECD  Trade  Committee  and  in  that  context  I  think  there 
has  been  some  cross-fertilization  of  small  business  issues  and  trade 
policy  issues. 

Our  U.S.  Chairman  of  that  committee  is  Geza  Feketekuty,  who 
is  an  Assistant  U.S.  Trade  Representative. 

Chairman  LaFalce.  What  is  his  position? 
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Ms.  Adams.  He  is  an  Assistant  U.S.  Trade  Representative,  a 
similar  level  to  my  own.  He  has  served  in  the  past  as  counselor  and 
currently  has  the  OECD  chairmanship  of  the  Trade  Committee. 

Chairman  LaFalce.  He  goes  way  back.  He  has  been  there  for- 
ever. 

Ms.  Adams.  I  started  working  with  him  17  years  ago. 

Chairman  LaFalce.  Right. 

Ms.  Adams.  Also  we  are 

Chairman  LaFalce.  I  don't  invite  him  to  testify  very  often  be- 
cause I  can't  pronounce  his  name. 

Ms.  Adams.  In  addition,  we  have  been  actively  participating  in 
interagency  efforts  to  enhance  the  export  competitiveness  of  small- 
and  medium-enterprises  and  I  think  that  has  added  a  lot  to  the 
broad  understanding  of  the  importance  of  small-  and  medium-en- 
terprises to  our  export  stance,  to  our  growth,  to  job  creation  and 
throughout  the  administration  and  through  many  of  the  regional 
offices  at  USTR. 

Chairman  LaFalce.  Mr.  Cashman,  how  many  regional  offices  are 
there  in  Department  of  Commerce  similar  to  Asia  and  the  Pacific. 
You  are  Acting  Deputy  Assistant  Secretary  for  Asia  and  Pacific? 

Mr.  Cashman.  There  are  four  regional  offices,  Mr.  Chairman: 
Asia  Pacific,  Western  Hemisphere,  Europe,  and  Africa-South  Asia 
which  is  one  group.  In  addition  to  that,  Japan  is  a  separate  bureau 
with  its  own  deputy  assistant  secretary. 

Chairman  LaFalce.  I  see.  Are  they  involved  in  some  meaningful 
way?  Who  is  involved  from  Commerce  in  the  work  of  the  OECD. 
Is  there  any  special  office? 

Mr.  Cashman.  Yes,  there  is,  Mr.  Chairman.  The  Office  of  Multi- 
lateral Affairs,  which  has  a  relatively  small  staff.  They  have  been 
very  much  involved,  of  course,  in  the  Uruguay  Round. 

Chairman  LaFalce.  Who  is  the  head  of  the  Office  of  Multilateral 
Affairs? 

Mr.  Cashman.  His  name  is  Louis  Murphy.  There  are  probably 
two  or  three  people  working  on  OECD  issues.  However 

Chairman  LaFalce.  Cashman  doesn't  sound  Irish,  but  that  ac- 
cent surely  does.  Where  is  that  accent  from,  Mr.  Cashman? 

Mr.  Cashman.  Originally  it  is  Irish,  30  years  ago. 

Chairman  LaFalce.  I  didn't  recognize  the  name  Cashman, 
though.  Who  is  the  specialist  in  Irish  affairs  at  Commerce,  you  or 
somebody  else? 

Mr.  Cashman.  No,  I  don't  know  if  we  have  one  there. 

Chairman  LaFalce.  Oh,  you've  got  to  have  one.  Make  it 
Cashman  himself,  OK. 

Ms.  O'Leary.  Mr.  Chairman. 

Chairman  LaFalce.  Yes. 

Ms.  O'Leary.  Could  I  add  one  more  name  on  the  State  Depart- 
ment side?  The  Assistant  Secretary  of  the  Bureau  for  Economic  and 
Business  Affairs  is  Dan  Tarullo,  T-A-R-U-L-L-0.  He  also,  at  the  As- 
sistant Secretary  level,  attends  the  OECD  meetings  and  has  um- 
brella responsibility  for  the  OECD. 

Chairman  LaFalce.  I  think  there  is  a  window  here  for  small 
business  community.  I  want  to  make  sure  that  everybody  in  all  the 
important  relevant  departments  is  aware  of  it.  That  is  why  I  have 
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been  searching  for  all  these  names.  I  want  to  followup  in  some  ap- 
propriate way.  Something  is  going  on  in  the  worid. 

GNP  is  increasing  and  for  the  most  part  jobs  are  not  because 
companies  are  retrenching  and  we  have  had  jobless  recoveries  in 
the  United  States.  We  have  had  jobless  recoveries  in  Europe,  I 
think.  Hasn't  the  President  suggested  calling  a  meeting  of  the  Eu- 
ropean countries  to  discuss  wnat  they  can  do  not  to  just  move 
GNPs,  but  to  create  jobs;  not  just  any  type  of  jobs,  but  jobs,  good 
paying  jobs.  That  is  a  problem,  too. 

I  think  that  big  business,  in  order  to  compete  in  the  future,  will 
continue  to  retrench  and  so  we  have  to  have  growth  coming  from 
someplace  and  that  growth  is  going  to  have  to  come  from  the  small- 
and  medium-enterprise  sector.  So,  we  are  going  to  have  to  put  in- 
creasing attention  on  that  in  the  future  if  we  want  the  fullest  fea- 
sible employment  for  our  people — especially  if  we  want  to  adjust 
wages  and  conditions,  et  cetera.  So,  the  machinery  of  Government 
has  to  become  more  oriented. 

I  think  the  other  countries  of  the  world  might  be  sensing  this 
more  so  than  we  are  and  that  is  why  I  am  delighted  with  the 
APEC  initiative.  I  am  delighted  with  the  OECD  initiative.  I  want 
to  stoke  the  issue  here.  I  am  not  sure  how  best  to  achieve  that.  Do 
you  have  any  ideas?  Let  me  know.  If  there  is  a  need  for  me  to  serve 
as  a  catalyst  with  any  of  the  departments,  let  me  know  privately. 
I  think  it  is  going  to  be  very  important  for  our  future  and  the  fu- 
ture of  the  world. 

Thank  you  very  much.  The  committee  will  adjourn. 

[Whereupon,  at  12:32  p.m.,  the  committee  was  adjourned,  subject 
to  the  call  of  the  chair.] 
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STATEMENT  OF  REP.  JOHN  J.  LaFALCE,  CHAIRMAN 
COMMITTEE  ON  SMALL  BUSINESS 

"APEC  AND  OECD:   INTERNATIONAL  FOCUS  ON  SMALL  BUSINESS" 
FEBRUARY  23,  1994 

During  the  past  year,  we  have  witnessed  heavy  policy  and 
media  attention  directed  to  international  economic  issues: 
amongst  these,  the  GATT  Uruguay  Round,  North  America  Free  Trade 
Agreement,  G-7  Economic  Summit  in  Tokyo,  the  European  Monetary 
Union,  bilateral  trade  negotiations  with  Japan.   The  concerns, 
role,  and  importance  of  small  and  medium-size  businesses  rarely-- 
if  ever--are  raised  in  these  forums.   Small  business  and  issues 
that  affect  it  are  inevitably  limited  to  domestic  policy 
discussions . 

This  perspective  changed  in  two  international  organizations 
last  fall.   In  November  at  the  Asia  Pacific  Economic  Cooperation 
Ministerial  Meeting  hosted  by  the  United  States  in  Seattle, 
Ministers  agreed  to  a  1994  work  program  for  the  APEC  Committee  on 
Trade  and  Investment.   This  newly  established  committee  has 
included   "Small -Medium  Enterprises"   in  its  work  program  for 
this  year.   The  program  states  that  the  committee  will  "examine 
the  APEC  environment  for  small  and  medium  enterprises  and 
possible  means  to  enhance  their  trade  and  investment  activity  in 
the  region . " 

Almost  simultaneously,  half-way  around  the  globe  in  Paris,  a 
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newly-established  Working  Party  of  the  OECD,  or  Organization  for 
Economic  Cooperation  and  Development --convened  for  the  first  time 
to  consider  policies  related  to  small  business.   Specifically, 
the  Working  Party  on  Small  and  Medium  Enterprises  (SMEs)  was 
characterized  as  "a  unique  forum  for  policymakers  that  will 
provide  an  international  perspective  and  will  assist  m  analyzing 
and  assessing  issues  and  policies  related  to  the  SME  sector  in 
the  short  and  long  term."   The  first  session  of  the  Working 
Party,  according  to  OECD  delegates,  confirmed  the  need  for  "the 
OECD  to  play  a  larger  and  more  active  role  in  the  area  of 
policies  for  Small  and  Medium  Enterprises." 

The  United  States  is  uniquely  positioned  to  actively 
participate--and  lead  when  appropriate--in  these  international 
initiatives.   Small  and  medium  businesses  in  the  United  States 
have  been  central  to  policy  development  and  decisions  on  a  range 
of  issues.    Small  and  medium  businesses  have  enjoyed  legislative 
provisions  in  authorizing  legislation  for  many  trade  and 
investment  programs  such  as  those  in  Eximbank,  the  Overseas 
Private  Investment  Corporation,  and  the  Agency  for  International 
Development .    We  have  an  opportunity  to  not  only  share  our 
expertise  and  experience  with  other  nations,  but  also  to  create 
new  avenues  of  economic  opportunity  for  U.S.  small  and  medium 
businesses  in  the  international  arena.   The  time  is  propitious  to 
do  so . 

Asia  provides  an  excellent  potential  for  U.S.  small-business 
activities.   At  the  same  time  that  the  increase  in  personal 
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income  and  creation  of  manufacturing  jobs  in  the  U.S.  depends  on 
exports,  Asia's  share  of  world  economic  output  has  increased  to 
over  25  percent.   Asian  economies  are  growing  three  times  faster 
than  the  established  industrialized  nations.   No  wonder  the 
Clinton  Administration  sees  such  potential  for  trade  growth  m 
this  region. 

Moreover,  more  than  40  percent  of  U.S.  total  trade  (exports 
and  imports)  is  conducted  with  the  Asia-Pacific  region.   In  1992, 
nearly  50  percent  of  U.S.  exports  went  to  APEC  members  while  59 
percent  of  U.S.  imports  came  from  APEC  members.   The  largest  U.S. 
trade  deficits  are  with  Japan  ($58  billion),  China  ($20  billion), 
and  Taiwan  ($10  billion) . 

It  is  clear  that  the  Asia-Pacific  region  has  a  bright 
economic  future  in  which  U.S.  small  and  medium-size  businesses 
can  participate.   It  is  also  clear  that  cooperation  in  concete 
ways   on  small-business  policy  issues  with  our  industrial-country 
partners  in  the  OECD  can  offer  considerable  potential  benefit  to 
our  small  businesses. 

We  convene  this  morning  to  explore  those  possible  benefits, 
to  clarify  the  potential  avenues  of  cooperation,  and  to 
illuminate  the  policy  paths  the  U.S.  might  take  in  APEC  and  the 
OECD.   We  begin  with  Dr.  C.  Fred  Bergsten,  Director,  Institute 
for  International  Economics.   He  testifies  this  morning  as 
Chairman  of  the  Eminent  Persons  Group  to  APEC  Ministers,  a  body 
of  eleven  individuals  from  eleven  APEC  countries.   The  Group  was 
tasked  to  develop  and  define  a  vision  for  APEC.   This  it  did  in  a 
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report  entitled,  appropriately,  "A  Vision  for  APEC,  Towards  an 
Asia  Pacific  Economic  Community."    The  APEC  Ministers  "welcomed 
the  challenge  presented  in  the  report"  with  its  ten 
recommendations  and  asked  the  Eminent  Persons  Group  to  continue 
its  work  this  year.   Fred,  we  welcome  you  and  look  forward  to 
your  presentation  and  analysis  of,  as  you  recently  described  it, 
the  "Sunrise  in  Seattle." 

The  panel  following  Mr.  Bergsten  will  give  us  the  nuts  and 
bolts  of  the  APEC  and  OECD  initiatives  for  small  business.   We 
will  hear  testimony  from  Ms.  Sandra  O'Leary,  the  State 
Department's  Deputy  Assistant  Secretary  for  East  Asian  and 
Pacific  Affairs  who  is  a  U.S.  Senior  Official  to  APEC. 

Next,  Mr.  Gerry  Chiaruttini,  Deputy  Director,  Office  of 
International  Trade,  Small  Business  Administration,  will  describe 
the  fledgling  work  of  the  OECD  on  small  business. 

Mr.  Chiaruttini  is  not  only  the  U.S.  representative  but  also  is  a 
Vice  Chairman  of  the  Working  Party  on  Small  and  Medium 
Enterprises.  (A  Canadian,  Mr.  Ian  Donald,  was  elected  Chairman.) 

Also  representing  the  Administration  to  answer  questions  and 
provide  their  agency's  perspectives  are  Ms.  Nancy  Adams, 
Assistant  U.S.  Trade  Representative  for  Asia  Pacific  Economic 
Cooperation  at  USTR  as  well  as  a  U.S.  Senior  Official  to  APEC. 
Mr.  Peter  Cashman  is  Acting  Deputy  Assistant  Secretary  for  Asia 
and  Pacific  at  the  Department  of  Commerce. 

We  welcome  you  all  this  morning  and  look  forward  to  your 
testimony . 
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REP.  JAN  MEYERS  (R-KS) 

RANKING  REPUBLICAN  MEMBER 

COMMITTEE  ON  SMALL  BUSINESS 

FEBRUARY  23,  1994 

APEC  (ASIA  PACIFIC  ECONOMIC  COOPERATION)  AND 
OECD  (ORGANIZATION  FOR  ECONOMIC  COOPERATION  AND  DEVELOPMENT) : 
POTENTIAL  FOR  INCREASED  TRADE  OPPORTUNITIES  FOR  SMALL  BUSINESS 

Thank  you  Mr.  Chairman.   At  the  outset,  I  would  like  to 
thank  all  of  our  distinguished  witnesses  for  taking  the  time  to 
appear  before  the  Committee  today.   I  cim  very  much  looking 
forward  to  your  testimony. 

As  Chairman  LaFalce  intimated  in  his  opening  statement,  all 
too  often  small  businesses  and  issues  that  affect  small  business 
are  neglected  in  the  arenas  of  international  economic  policy  and 
international  trade.   I  personally  believe  that  at  least  part  of 
the  reason  for  this  is  that  many  of  our  major  trading  partners 
fail  to  realize  the  dyneimic  abilities  of  smaller  firms.   This  may 
stem  from  the  fact  that  many  of  our  industrialized  trading 
partners  have  allowed  pure  notions  of  free  market  activity  to  be 
eclipsed  by  one  or  another  brand  of  industrial  policy.   While  I 
am  not  here  to  criticize  industrial  policy  per  se,  I  do  believe 
that  when  governments  start  dictating  how  businesses  should  or 
should  not  react  to  market  forces,  the  interests  of  small 
businesses  often  get  lost  in  the  shuffle. 

The  United  States  has  a  unique  opportiinity  to  lead  not  only 
our  industrialized  trading  partners  within  the  OECD  but  also  some 
of  the  developing  economies  of  APEC  toward  a  better  appreciation 
of  the  potential  of  small  firms  in  international  markets.   While 
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I  have  some  doubts  as  to  whether  APEC  will  ever  lead  to  the 
creation  of  a  true  Asia  Pacific  Economic  Community,  I  strongly 
believe  that  enhanced  cooperation  towards  the  goal  of  trade  and 
investment  liberalization  among  the  member  economies  of  APEC  is 
in  everyone's  best  interest.   I  only  hope  that  APEC's  (and 
OECD's)  new  focus  on  small  and  medium-size  enterprises  will  help 
make  international  trade  opportunities  for  American  small 
businesses  a  reality  throughout  the  Pacific  Rim  and  beyond. 
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OPENING  REMARKS  OF  THE  HONORABLE  GLENN  POSHAKD 

COMMITTEE  ON  SMALL  BUSIP4ESS 

FEBRUARY  23,  1994 

Mr.  Chairman  and  members  of  the  Committee,  I  am  pleased  to  be  here 
this  morning  to  hear  testimony  exploring  the  small  business  community's  role  in 
international  trade  and  investment.    As  diverse  markets  of  the  world  come 
together  through  trade  agreements  such  as  NAFTA  and  GATT,  I  believe  it  is 
important  to  allow  American  small  businesses  the  opportunity  to  benefit  from 
our  growing  and  prosperous  global  economy. 

In  order  for  the  small  business  community  to  participate  in  international 
trade,  organizations  like  APEC  and  the  Organization  of  Economic  Cooperation 
and  Development  must  work  hand  in  hand  with  the  Small  Business 
Administration  in  developing  ways  in  which  small  business  in  America  can  find 
a  common  approach  in  becoming  a  strong  trading  partner  to  the  world. 

The  small  business  community  must  continue  to  explore  the  role  it  can 
play  in  our  expanding  international  market.    Just  last  week,  a  constituent  from 
my  district  contacted  me  about  the  difficulties  his  small  business  faced  in 
learning  about  exporting  goods  to  Canada.    When  he  turned  to  local  financial 
institutions  for  assistance,  they  both  discovered  that  more  readily  accessible 
information  was  needed  to  assist  his  small  business  in  exporting  to  a  foreign 
market. 


76-851  0-94-4 
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Secondly,  members  of  the  small  business  community  must  make  a 
commitment  to  working  together  towards  the  common  goal  of  becoming  a 
prosperous  and  powerful  exporter  of  U.S.  manufactured  goods.    Without  such  a 
commitment,  small  business  will  be  unable  to  compete  in  a  growing  and 
competitive  international  market. 

Thirdly,  small  businesses  must  secure  financial  resources  that  will  allow 
them  to  trade  and  compete  internationally.    Small  businesses  dedicated  to 
developing  trade  with  foreign  markets  should  be  provided  with  the  financial 
opportunity  to  expand  their  markets  outside  of  the  United  States. 

I  very  much  look  forward  to  hearing  the  panel's  testimony  this  morning. 
I  hope  the  panel  will  be  able  to  address  in  depth  the  future  role  of  the  American 
small  business  community  as  a  viable  player  in  our  ever  growing  global 
economy. 
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STATEMENT  BY  CONGRESSMAN  JIM  RAMSTAD 
BEFORE  THE  HOUSE  SMALL  BUSINESS  COMMITTEE 

February  23,  1994 

International  Trade  and  Investment  Opportunities  for  Small  Businesses 

Mr.  Chairman,  thank  you  for  calling  this  hearing  today  to  explore  the  results  of  the  Asian- 
Pacific  Economic  Cooperation  (APEC)  Summit  and  to  consider  international  trade  and 
investment  opportunities  for  small  businesses. 

We  all  recognize  the  tremendous  value  of  small  businesses  to  our  economy.    We're  all 
familiar  with  the  much-touted  data  that  shows  some  85%  of  new  jobs  are  created  by  small 
businesses.    This  sector  is  also  extremely  innovative  and  will  serve  as  the  foundation  tor 
future  high-quality  job  creation  as  small  businesses  generate  40%  of  all  new  jobs  in  the 
high-tech  sector  and  produce  2.4  times  as  many  innovation  per  employee  as  large  firms. 

And  while  small  businesses  are  thriving  in  our  economy,  it  is  absolutely  imperative  for  these 
companies  to  market  their  goods  and  services  across  the  globe.    Developing  markets  in 
particular  offer  tremendous  opportunity  to  our  nation's  small  businesses  and  their  millions  of 
employees. 

I  am  pleased  the  APEC  Summit  in  Seattle  focused  on  the  importance  of  small  and  medium 
businesses  and  I  am  looking  forward  to  the  discussion  with  our  distinguished  panel  about  the 
event. 

Thanks  again  Mr.  Chairman  for  holding  this  hearing. 
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Statement 
by 

The  Honorable  Lucille  Roybal-AUard 

Committee  on  Small  Business 

Hearing  on  International  Trade  and  Investment  Opportunities 

Asia  Pacific  Economic  Cooperation 

Organization  of  Economic  Cooperation  and  Development 

February  23,  1994 


Thank  you,  Mr.  Chairman. 

It  is  a  pleasure  to  welcome  our  distinguished  guests. 

The  opportunities  for  expanded  trade  and  increased  investment  between  the 
nations  of  the  Asia-Pacific  rim,  and  the  economic  activity  and  jobs  that  must 
surely  follow,  are  genuinely  exciting. 

Exports,  imports,  trade  and  open  markets  are  beneficial  to  all  who 
participate.   That  is  true  for  large  corporations  and  for  small  business. 

The  federal  government  has  a  role  to  play  in  helping  small  business  learn 
how  to  participate  and  how  to  compete  in  the  international  marketplace. 
Time  and  money  invested  in  such  preparation  and  training  will  be  repaid 
many  times  over  in  profits,  increased  revenues  and  in  jobs. 

As  nations  and  as  citizens  of  the  world,  we  have  an  opportunity  to  learn 
and  work  together  so  that  all  of  our  people  can  realize  the  promise  of  a 
world  filled  with  peace  and  prosperity. 

Mr.  Chairman,  I  look  forward  to  working  with  you,  with  members  of  the 
committee,  and  with  our  distinguished  guests  to  make  this  new  world  of 
peace  and  prosperity  a  reality. 

Thank  you. 
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INSTITUTE  FOR 
INTERNATIONAL 
ECONOMICS 


II  DufK.nl  Cirile.  NVl . .  ttashincton.  DC  20030-1207 

"""""■  Phone:  12021  32K-<)(KKI     Fax:  12021  328-5432 

l;aM>...ml  Kurr,' 
W     Mii'li;i,.|   llliimrnilial  ,  „,  ,  „ .,  . 

Mi.,i.i  .1- 1.  Madrid  February   23,    1994 

|I..UL'I||-  A.  Fnsrr 
M.iiirirr  K.  (jrvrnbrrc 
l.jrl.1  \.  Hill- 
ThiiI  II.  Jnllr. 
»  \|,  krik  II 
Niurl  l^.—  .n 
C.    kuiin  V 


The  Honorable 
iTjnk  L  bn  John  LaFalce 

Niid  t  \i,n,-nr>         us  House  of  Representatives 
Washington,  DC   20515 


Dear  John: 


J'liui,  It  was  a  great  pleasure  to  testify  this  morning. 

d  R.KkeWifr  I  enjoyed  our  exchanges  as  always  and  hope  they  were 

..  Mcnriqu..  sim.,n.-.r       helpful  to  you  and  the  Comaittee. 


Per  your  request,  enclosed  are  the  "eligibility 
criteria"  for  negotiating  trade  liberalization  with 
the  United  States  that  have  been  developed  in  our 
forthcoming  study  "Western  Hemisphere  Economic 
Integration."   I  convey  both  the  summary  chart  that 
applies  the  criteria  to  individual  Latin  American 
countries  and  the  explanation  thereof.   As  we 
discussed,  this  might  be  an  excellent  component  of  any 
Congressional  mandate  to  the  Administration  for  using 
future  fast  track  authority. 

Let  me  know  when  and  if  you  would  like  to  discuss 
all  this,  with  me  and  particularly  its  authors  Gary 
Hufbauer  and  Jeffrey  Schott.   I  also  guarantee  that  we 
will  schedule  the  release  of  "Western  Hemisphere 
Economic  Integration"  on  a  night  when  you  can  attend — 
on  the  proviso  that  you  will  offer  constructive 
criticism  of  the  volume!   I  look  forward  to  seeing  you 
again  shortly  to  pursue  all  this. 

Sincerely, 

C./Fred  Bergsten 
Director 

Enclosure 
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country's  readiness.*^ 


Readiness  indicator  scales 

We  rely  on  the  data  given  in  tables  5.2  to  5.11,  and  on  our 
impressions  of  the  political  economy  in  each  country,  to  scale 
the  countries  within  each  subregional  group  according  to  their 
readiness  for  economic  integration.   Generally,  we  use  three-year 
averages  (usually  1990,  1991,  and  1992)  of  numerical  data  to 
evaluate  readiness.   Some  countries  have  demonstrated  dramatic 
improvement  in  1992  or  1993,  but  their  indicators  are  burdened  by 
poor  performance  in  1990  and  1991.   Recent  progress,  if 
sustained,  could  significantly  improve  their  readiness  indicator 
scores  when  recalculated  using  data  for  1991,  1992,  and  1993. 

The  seven  indicators  are  price  stability,  budget  discipline 
external  debt,  currency  stability,   market-oriented  policies, 
reliance  on  trade  taxes,  and  functioning  democracy. 

For  the  price  stability  indicator,  a  score  of  5  was  awarded 
to  countries  that  maintained  average  inflation  rates  between  zero 
and  5  percent  over  the  three  year  evaluation  period,  1990  to  1992 
(table  5.2).   Other  scores  were  awarded  as  follows:  a  score  of  4 
for  inflation  between  5  and  20  percent;  a  score  of  3  for  20  to  50 
percent;  a  score  of  2  for  50  to  100  percent;  a  score  of  1  for  100 
to  200  percent;  and  a  score  of  zero  for  inflation  greater  than 
2  00  percent. 


^^  See  the  section  on  environment,  labor  and  human  rights  in 
chapter  7 . 
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Budget  discipline  was  evaluated  in  terms  of  the  public 
deficit  (or  sxirplus)  as  a  percent  of  GDP  (see  table  5.4).   A 
score  of  5  for  the  public  deficit  ratio  was  awarded  to  countries 
with  a  three-year  (1990-92)  average  deficit  under  2.5  percent  of 
GDP.   A  score  of  4  was  awarded  for  a  deficit  of  2.5  percent  to  4 
percent;  a  score  of  3  for  a  deficit  of  4  to  6  percent;  a  score  of 
2  for  a  deficit  of  6  to  8  percent;  a  score  of  1  for  a  deficit  of 
8  to  10  percent;  and  a  score  of  zero  for  a  deficit  greater  than 
10  percent. 

The  total  external  debt  (public  and  private)  was  assessed  as 
a  percent  of  exports  of  goods  and  services  (see  table  5.6).   A 
score  of  5  was  awarded  if  external  debt,  in  1992  (or  the  most 
recent  year) ,  was  below  150  percent  of  total  exports  of  goods  and 
services.   A  score  of  4  was  awarded  for  a  debt  ratio  between  150 
and  22  0  percent;  a  score  of  3  for  a  debt  ratio  between  220  and 
290  percent;  a  score  of  2  for  a  debt  ratio  between  290  and  360 
percent;  a  score  of  1  for  a  debt  ratio  between  360  and  430 
percent;  and  a  score  of  0  for  a  debt  ratio  greater  than  430 
percent . 

For  currency  stability,  our  focus  is  on  real  exchange  rates 
(table  5.10).   High  variability  in  a  country's  real  exchange  rate 
rapidly  changes  the  competitive  position  of  the  traded  goods 
sector,  alternately  creating  conditions  of  boom  and  bust.   For 
each  nation,  we  calculated  the  standard  deviation  of  the  real 
exchange  rate  index  over  the  period  1990-92.   Using  this  measure 
of  variability,  real  exchange  rate  fluctuations  of  less  than  10 
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percent  were  scored  a  5;  fluctuations  between  10  percent  and  30 
percent  were  scored  3;  and  fluctuations  greater  than  30  percent 
were  scored  0. 

Scoring  the  extent  of  market-oriented  policies  requires  a 
far  more  qualitative  approach.   This  indicator  seeks  to  measure 
the  extent  to  which  countries  have  privatized  and  deregulated. 
Scores  of  5  were  assigned  to  both  Canada  and  the  United  States, 
both  long-established  practitioners  of  market-oriented  economic 
policies.   In  Latin  America,  it  is  hard  to  measure,  in  absolute 
terms,  whether  one  economy  is  more  or  less  market-oriented  than 
another.   Instead  the  scores  for  Latin  countries  reflect  reports 
of  recent  privatization,  deregulation,  and  liberalization 
efforts.   Each  country's  overall  score  for  market-oriented 
policies  represents  an  average  of  three  judgmental  scores  for 
privatization,  deregulation,  and  tariff  reform.^* 

Countries  were  divided  into  three  categories  according  to 
their  privatization  efforts:  the  best  were  countries  with 


^^  Information  on  privatization  was  taken  from  the 
Financial  Times  and  the  Journal  of  Commerce;  data  on  deregulation 
was  taken  mainly  from  John  Williamson,  ed.,  Latin  American 
Adjustment;  How  much  has  happened?.  Washington,  DC;  Institute  for 
International  Economics,  1990,  and  The  Political  Economy  of 
Policy  Reform.  Washington,  DC:  Institute  for  International 
Economics,  1994;  and  data  on  trade  reforms  was  based  on  CEPAL, 
"Los  Nuevos  Projectos  de  Integraci6n  en  America  Latina  y  el 
Caribe  y  la  DinSmica  de  la  Inversi6n,"  May  1992;  Office  of  the 
United  States  Trade  Representative,  1992  National  Trade  Estimate 
report  on  Foreign  Trade  Barriers.  1992;  Inter-American 
development  Bank,  Economic  and  Social  Progress  in  Latin  America 
1992  Report,  p.  24  8;  United  States  International  Trade 
Commission,  US  Market  Access  in  Latin  America:  Recent 
Liberalization  Measures  and  Remaining  Barriers.  USITC  Pub.  2521, 
June  1992. 
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operational  privatization  programs;  next  best  were  countries  with 
plans  that  are  not  yet  implemented;  and  the  poorest  were 
countries  with  no  plans.   Likewise,  countries  received  high 
scores  for  deregulation  if  they  had,  or  were  starting  to 
undertake,  measures  to  loosen  restrictions.   Those  with  no 
reported  deregulation  measures  received  low  scores.   Most  of  the 
larger  Latin  American  countries  have  initiated  tariff  reforms 
since  the  mid-1980s.   Countries  that  have  made  efforts  to  reduce 
their  peak  and  average  tariff  rates  received  higher  scores. 

The  fifth  readiness  indicator  measures  each  country's 
reliance  on  trade  taxes  (table  5.11).   To  receive  a  score  of  5,  a 
country  has  to  derive  less  than  5  percent  of  its  public  revenue 
from  taxes  on  international  trade  as  a  three  year  average  (1989- 
1991) .   Reliance  to  the  extent  of  5  to  10  percent  merits  a  score 
of  4;  between  10  and  15  percent,  a  score  of  3;  between  15  and  20 
percent,  a  score  of  2;  between  20  and  25  percent,  a  score  of  1; 
and  greater  than  25  percent,  a  score  of  0. 

The  last  readiness  indicator,  functioning  democracy,  again 
requires  a  highly  subjective  judgment.   Broadly  speaking,  a 
functioning  democracy  should  observe  two  principles:  the  majority 
rule  principle  and  the  minority  rights  principle.   Elections 
should  obviously  reflect  the  will  of  the  majority;  hard  evidence 
of  the  majority  rule  principle  comes  when  opposition  parties  win 
an  open  election.   A  peaceful  transition  of  power,  without  the 
military  involvement  or  sporadic  coups  that  have  long  plagued 
Latin  America,  demonstrates  majority  rule  at  work.   The  minority 
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rights  principle  is  observed  when  ethnic  minorities,  and  those  in 
political  opposition,  can  participate  both  in  public  life  and  the 
private  economy  without  persecution.   To  assess  the  degree  to 
which  governments  in  Latin  America  respect  the  principles  of 
majority  rule  and  minority  rights,  we  used  the  Freedom  House 
rankings  of  civil  and  political  rights  in  Latin  American 
countries  in  recent  years. ^^  The  average  values  of  Freedom 
House  political  rights  and  civil  liberties  scores  (rounded  to  the 
nearest  whole  digit)  were  roughly  converted  to  our  own  0  to  5 
scale.   The  worst  score  on  the  Freedom  House  scale,  a  7, 
corresponds  to  a  0  in  our  scale;  a  6  corresponds  to  a  1;  a  5 
corresponds  to  a  2;  both  a  4  and  a  3  correspond  to  a  3;  both  a  2 
and  a  2.5  correspond  to  a  4;  and  the  best  score  on  their  scale,  a 
1,  corresponds  to  a  5  in  our  scale. 

Macroeconomic  Stability 

Above  all,  a  country  must  put  its  economic  house  in  order. 
Trade  and  investment  reforms  will  not  take  root  in  a  climate  of 
fiscal  and  monetary  excess.   Volatile  and  high  inflation, 
hemorrhaging  budget  deficits,  and  wildly  fluctuating  exchange 
rates  are  incompatible  with  any  sustained  program  of 
international  economic  liberalization.*^ 


°^      Freedom  Review.  Vol  25,  No.  1,  December  1993,  New  York: 
Freedom  House. 

*^  Reinforcing  the  findings  of  the  World  Bank  studies, 
Rodrik  (1992,  39)  concludes  that  "nothing  will  help  sustain  open 
trade  policies  more  than  a  stable  macroeconomic  environment." 
Dani  Rodrik,  "The  Rush  to  Free  Trade  in  the  Developing  World: 
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What  this  suggests  is  that  economic  integration  requires 
participating  countries  to  achieve  a  minimum  degree  of  discipline 
over  their  macroeconomic  policies.   In  Europe,  the  ambitious  goal 
of  economic  and  monetary  union  led  to  agreement  on  formal 
criteria  for  the  convergence  of  macroeconomic  policies  in  the 
Maastricht  Treaty  in  December  1991.   The  formal  criteria  address 
price  stability,  the  convergence  of  long-term  interest  rates, 
budgetary  discipline,  and  exchange  rate  stability.   But  the 
Maekstricht  criteria  were  long  ago  preceded  by  the  informal 
convergence  of  member  state  monetary  policies,  beginning  in  the 
19606. 

Monetary  union  is  clearly  a  remote  goal  for  the  Western 
Hemisphere.   Monetary  union  requires  a  higher  degree  of  economic 
convergence  than  free  trade  and  investment;  nonetheless  free 
trade  and  investment  also  require  some  degree  of  macroeconomic 
convergence,  and  the  Maastricht  criteria  have  considerable 
relevance  for  the  ambitious  integration  goals  among  the  Western 
Hemisphere  nations. 

First  indicator;  price  stability.  Experience  teaches  that 
high  average  inflation  rates,  year-to-year,  are  also  highly 
variable  rates,  year-to-year.   Highly  variable  inflation  wrenches 
and  twists  the  economy:   not  all  prices  and  wages  rise  at  the 
same  fast  but  changing  rate.   In  particular,  with  high  and 


Why  so  late?  Why  now?  Will  it  last?"  National  Bureau  for 
Economic  Research  Working  Paper  no.  3947,  January  1992. 
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variable  inflation,  enormous  shifts  in  the  real  exchange  rate  are 
bound  to  occur,  which  alternately  expose  the  traded  goods  sector 
to  mania  and  depression.   Moreover,  when  inflation  exceeds  2  0 
percent,  real  interest  rates  will  be  highly  variable,  prompting 
large  swings  of  portfolio  capital.   This  is  another  reason  that 
real  exchange  rates  will  be  subject  to  episodes  of  acute 
overvaluation  and  undervaluation.*^ 

In  manic  episodes,  when  the  domestic  currency  is 
undervalued,  partner  countries  will  usually  complain  about  unfair 
trade  subsidized  by  a  cheap  exchange  rate;  in  depressive  moods, 
when  the  domestic  currency  is  overvalued,  home  country  industries 
will  certainly  seek,  and  often  obtain,  protection  against 
imports . 

This  was  the  experience  of  the  United  States  in  the  first 
half  of  the  1980s,  when  a  rapid  fall  in  inflation  and  a 
superstrong  dollar  led  to  a  wave  of  protection  in  automobiles, 
steel,  and  other  products.   It  is  a  recurring  experience  in  Latin 
America.   The  data  in  tables  5.2,  5.9,  and  5.10  document  the 
roller  coaster  movement  of  Latin  Aaerican  consumer  prices  and 
exchange  rates  over  the  last  decade.   Inflation  often  proceeded 


*^  A  Chi  square  test  indicates  a  statistically  significant 
correspondence,  at  a  95  percent  confidence  level,  between  higher 
inflation  rates  and  larger  absolute  changes  in  the  real  effective 
exchange  rate.   At  the  extreme,  in  8  out  of  16  country-years  when 
individual  Latin  American  countries  experienced  absolute  real 
effective  exchange  rate  changes  in  excess  of  20  percent,  they 
also  experienced  inflation  rates  of  more  than  100  percent.  See 
Gary  Clyde  Hufbauer  and  Jeffrey  J.  Schott,  "Western  Hemisphere 
economic  integration:  Starting  Point,  Long  Term  Goals,  Readiness 
Indicators,  Paths  to  Integration",  Inter-American  Development 
Bank,  forthcoming  1994. 
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at  very  different  rates  than  nominal  exchange  rate  devaluation. 
For  example,  even  in  relatively  stable  Chile,  inflation  in  1990 
and  1991  exceeded  20  percent  per  annxim,  whereas  the  peso 
depreciated  by  less  than  15  percent  per  annxun  against  the  dollar. 
The  net  result  was  to  put  a  significant  price-cost  squeeze  on 
Chilean  producers  of  tradeable  goods. 

It  would  seem  that  inflation  rates  much  above  20  percent  per 
annum  call  into  question  sustained  progress  on  trade  and  capital 
liberalization.  The  inflation  target  espoused  and  achieved  by 
Mexico  and  Chile  —  single  digit  inflation  —  commends  itself  to 
other  Latin  American  countries.*® 

Second  indicator;  budget  discipline.   Large  public  deficits 
are  hostile  to  economic  integration  for  two  main  reasons.®' 
First,  in  the  face  of  large  budget  deficits,  governments  often 
put  pressure  on  the  central  bank  to  purchase  government  debt, 
thence  to  expand  the  monetary  base,  with  inevitable  inflationary 
consequences.   Table  5.3  gives  a  matrix  of  annual  budget  deficits 
and  inflation  rates  for  Latin  American  countries  during  the 
1980s.   The  chi  square  test  indicates  a  highly  significant 


According  to  IFS  data  as  of  October  1993,  Mexico  had 
achieved  the  single  digit  goal  with  a  9.7  percent  inflation  and 
Chile  had  reached  a  12.6  percent  rate,  both  measured  by  the  CPI. 

*^   In  a  monetary  union,  excessive  public  deficits  by  one 
country  (e.g.,  Germany  in  1991  and  1992)  can  push  up  real 
interest  rates  paid  by  all  members  (e.g.,  the  rest  of  Europe), 
possibly  visiting  them  with  economic  stagnation.   In  the  Western 
Hemisphere,  however,  this  sort  of  transmission  effect  is  likely 
to  be  small  simply  because  monetary  union  and  even  exchange  rate 
targets  are  many  years  away. 
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association  between  the  two  variables,  at  a  confidence  level  of 
99.9  percent.   Budget  deficits  in  excess  of  5.0  percent  of  GDP 
are  a  root  cause  of  devastating  inflation  in  Latin  America.   In 
32  out  of  62  country-year  episodes  of  inflation  greater  than  50 
percent,  budget  deficits  exceeded  5.0  percent  of  GDP.''° 

The  second  reason  that  large  public  deficits  are  troublesome 
is  that  they  tend  to  enlarge  the  current  account  deficit.   To  be 
sure,  other  components  of  the  national  savings-investment  balance 
can  offset  the  impact  of  budget  deficits  on  the  current  account 
position.  Other  things  being  equal,  however,  a  growing  public 
deficit  tends  to  soak  up  goods  and  services,  thereby  enlarging 
the  trade  deficit.   A  string  of  current  account  deficits  in  turn 
worsens  the  external  debt  position  of  the  country;  and,  as  part 
of  the  inevitable  economic  correction,  the  country  may  impose 
controls  on  imports  and  impede  the  free  flow  of  capital. 

Based  on  a  statistical  analysis  of  the  data  in  tables  5.4 
and  5.5,  the  association  between  the  current  account  and  the 
fiscal  stance  is  fairly  robust  for  the  smaller  and  traditionally 
more  open  Latin  American  countries.   These  countries  on  average 
experience  about  $0.69  of  current  account  improvement  for  each 
$1.00  reduction  in  the  fiscal  deficit  (and  vice  versa). ''^   By 


''°  A  World  Bank  article  states  that  inflation  and  deficits 
show  no  simple  correlation.   This  may  be  true,  but  experience  in 
Latin  America  shows  a  very  strong  association  between  deficits 
above  5.0  percent  of  GDP  and  excessive  inflation.   World  Bank 
Policy  Research  Bulletin.  May-June  1993. 

''^  Although  the  R^  is  low  (0.27),  the  standard  error  of  the 
estimated  coefficient  linking  the  budget  swings  and  current 
account  changes  is  small.   See  Gary  Clyde  Hufbauer  and  Jeffrey  J. 
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contrast,  for  the  large  Latin  Anerican  countries  (Mexico,  Brazil, 
Chile,  Argentina,  Colombia,  Venezuela),  there  was  practically  no 
statistical  correspondence  between  the  fiscal  stance  and  the 
cxirrent  account  deficit  in  the  1980s.   The  most  likely 
explanation  is  that  trade  and  capital  controls  were  generally  so 
tight  that  an  upward  shift  in  the  fiscal  deficit  either  "crowded 
out"  private  investment  (through  punitive  interest  rates)  or 
"crowded  in"  private  savings  (through  unexpected  inflation) ;  and 
conversely  for  a  downward  shift  in  the  fiscal  deficit.   As  the 
large  Latin  American  countries  adopt  more  open  trade  and 
investment  policies,  they  too  can  expect  that  changes  in  the 
fiscal  stance  will,  to  a  greater  extent,  produce  counterpart 
changes  in  the  current  account. 

Because  of  the  adverse  links  between  public  deficits, 
inflation,  and  current  account  balances.  Western  Hemisphere 
countries  should  consider  a  commitment  to  limit  their  own  central 
government  deficits.   Budget  deficits  in  excess  of  5.0  percent  of 
GDP  would  appear  to  put  countries  in  a  danger  zone. 

In  Latin  America,  a  general  tendency  toward  declining  budget 
deficits  is  evident  and  welcome.   Some  Latin  countries  are 
paragons  of  fiscal  virtue.   Fro*  1987  to  1992,  Chile  ran  budget 
surpluses;  Mexico  improved  its  budget  deficit  from  negative  14.2 
percent  to  positive  1.7  percent;  Argentina  improved  from  negative 
5.7  percent  to  negative  0.3  percent;  Ecuador  improved  from 


Schott,  "Western  Hemisphere  economic  integration:  Starting  Point, 
Long  Term  Goals,  Readiness  Indicators,  Paths  to  Integration", 
Inter-American  Development  Bank,  forthcoming  1994. 
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negative  6.2  percent  to  negative  0.5  percent;  and  Colombia  kept 
its  budget  deficit  less  than  negative  2.0  percent.''^   Notable 
exceptions  are  a  few  high  deficit  countries  such  as  Brazil, 
Nicaragua,  Guyana,  and  Suriname  (see  table  5.4). 


Third  indicator;  external  debt.   In  the  Latin  America 
context,  early  warning  signs  of  excessive  debt  are  the  ratio  of 
external  debt  (both  pxiblic  and  private)  to  GDP,  and  the  ratio  of 
external  debt  service  payments  to  total  exports.   By  these  tests, 
in  most  Latin  countries  external  debt  is  much  less  troublesome 
now  than  it  was  just  five  years  ago  (see  tables  5.6  and  5.8). 
However,  private  investors  still  attach  high  risk  premiums  to 
most  of  Latin  American  debt  issues  (see  table  5.7)."^^  While  it 
is  clear  that  there  has  been  significant  progress  in  the  last 
five  years,  it  is  not  clear  that  the  debt  crisis  is  over.   A 
prolonged  recession  or  sustained  high  interest  rates  could 
reverse  this  trend.   Furthermore,  in  Brazil  sustained  improvement 
in  the  external  debt  position  will  depend  on  a  resolution  of 
severe  domestic  economic  conflicts.'* 


'2  In  some  cases,  improved  fiscal  performance  resulted  in 
part  from  the  extensive  privatization  of  state-owned  enterprises. 
Mexican  privatization,  which  yielded  over  $22  billion  in 
revenues,  is  well  known,  but  not  isolated. 

'^  For  an  analysis  of  this  issue,  see  William  R.  Cline, 
International  Debt  Reexamined.  Washington,  DC:  Institute  for 
International  Economics,  forthcoming  1994. 

"*  William  R.  Cline,  International  Debt  Reexamined. 
Washington,  DC:  Institute  for  International  Economics, 
forthcoming  1994. 
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Pourth  indicator;  exchange  rate  stability.   Tight  limits  on 
exchange  rate  movements  would  be  infeasible  and  inappropriate  in 
the  Western  Hemisphere  context.   Exchange  rate  stability  is 
infeasible  because  price  stability  has  not  been  attained  even  in 
the  pioneer  reform  countries,  Mexico  and  Chile.   Moreover, 
exchange  rate  stability  is  inappropriate  because  the  underlying 
networks  of  goods  and  services  trade  are  not  nearly  so  dense,  and 
the  movement  of  capital  and  labor  are  not  nearly  so  free,  within 
the  Western  Hemisphere  as  within  Western  Europe.   For  the 
foreseeable  future,  nominal  and  real  exchange  rate  changes  will 
remain  an  essential  adjustment  mechanism.   (For  recent  experience 
see  tables  5.9  and  5.10.) 

Nevertheless,  some  limits  on  the  extent  of  exchange  rate 
variability  should  be  considered.   Dreunatic  exchange  rate 
devaluation  can  worsen  an  already  bad  rate  of  inflation;  and,  in 
the  short  run,  severe  devaluation  can  make  a  country 
supercompetitive,  to  the  annoyance  of  its  trading  partners.   Many 
Latin  countries,  such  as  Mexico,  Chile,  and  Brazil,  have 
addressed  these  problems  by  adopting  a  crawling  peg  for  their 
exchange  rates,  where  the  rate  of  crawl  is  periodically  modified 
to  reflect  past  and  anticipated  rates  of  inflation. ^^  Within 
the  context  of  Western  Hemisphere  arrangements,  we  thinK  that 
countries  should  first  concentrate  on  achieving  single-digit 


'^  Argentina,  has  gone  one  step  further  and  pegged  its 
currency  to  the  dollar.   Note,  however,  that  the  fixed  rate  for 
the  peso  has  contributed  to  increased  trade  friction  with  its 
main  trading  partner,  Brazil.   It  remains  to  be  seen  whether  this 
bold  experiment  succeeds. 
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inflation,  and  the  rely  on  crawling  pegs  for  exchange  rate 
adjustment. 

Fifth  indicator;  narfcet-orianted  polioie* 

The  core  microeconomic  precondition  for  economic  integration 
is  a  willingness  to  accept  the  tenets  of  a  market  economy  and  to 
reject  the  teachings  of  statism.   Possibly  the  most  important 
effect  of  lowered  trade  barriers  and  relaxed  restrictions  on 
inward  investment  is  to  enlarge  the  nximber  of  firms  in  each 
market  niche,  thereby  driving  down  profit  margins  and  putting 
competitive  pressure  on  domestic  industry  to  cut  costs  and 
innovate.   Such  pressure  is  stoutly  resisted  both  by  state-r\in 
firms  and  by  highly  regulated  industries,  which  are  usually  the 
victim  of  two  forces. 

First,  employees  and  managers  come  to  think  of  themselves  as 
tenured  workers.   In  turn,  this  makes  it  necessary  to  maintain 
output,  even  when  the  goods  or  services  are  rejected  by  the 
market;  and  it  makes  it  hard  to  introduce  efficiencies  that 
entail  staff  layoffs.   Second,  cozy  relations  often  develop  with 
domestic  supplying  industries,  and  these  relations  virtually 
equate  to  buy-national  preferences.   When  a  large  part  of 
industry  operates  under  state  control,  free  trade  is  at  best  a 
nuisance.   Neither  on  the  production  side  nor  on  the  purchasing 
side  do  state  enterprises  or  highly  regulated  firms  wish  to 
respond  to  market  signals,  and  their  first  line  of  defense  is  to 
block  those  signals  by  undermining  the  trade  agreement. 
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In  recent  years,  most  Latin  nations  have  turned  away  from 
statist  policies;  in  some  cases  the  reform  has  matched  the 
achievements  of  Eastern  Evirope.   Chile  and  Mexico  are  notable  for 
the  wholesale  disposition  of  state-run  enterprises,  and  the 
deregulation  of  other  industries.   More  recently,  Argentina, 
Colombia,  and  Venezuela  have  all  embarked  on  extensive 
privatization  campaigns.   Privatization  plans  in  Brazil,  on  the 
other  hand,  have  not  been  very  successful.'* 

This  wave  of  privatization  and  deregulation  has  decisively 
closed  the  policy  gap  between  Latin  America  on  the  one  hand,  and 
the  United  States  and  Canada  on  the  other.   Pockets  of  statism 
and  regulated  industry  exist  in  every  country.   But  once  major 
strides  in  a  market-oriented  direction  have  been  taken,  the 
remaining  areas  of  regulation  and  state  ownership  can  become  an 
appropriate  subjects  of  international  negotiation.   This  is  true, 
for  example,  of  trucking  regulations  in  the  United  States  and 
Mexico;   the  extent  to  which  energy  remains  a  public  preserve  in 
Mexico  and  Venezuela;  and  the  conditions  of  access  to  and 
investment  in  financial  services  and  telecommunications 
industries  throughout  the  Hemisphere. 

Sixth  indicator;  reduced  reliance  on  trade  taxes 

Countries  need  to  rationalize  their  fiscal  structure  so  that 
trade  liberalization  can  be  accommodated  without  disrupting 


^^  First  Boston,  Latin  American  Research.  30  August  1993,  p. 
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macroeconomic  stability.''''  When  import  tariffs  and  export 
taxes  form  a  leurge  part  of  government  revenues,  say  15  percent  or 
more,  it  will  be  difficult  for  governments  to  accept  the  phase- 
out  of  these  charges.   Thus,  another  indicator  of  readiness  to 
engage  in  integration  efforts  is  the  willingness  of  the 
government  to  look  to  other  revenue  sources  besides  duties  on 
international  transactions. 

Until  the  late  1980s,  most  Latin  American  countries  relied 
on  trade  taxes  for  15  percent  or  more  of  their  revenue.   Brazil 
and  Chile  were  among  the  few  exceptions.   In  the  past  few  years, 
many  countries  have  reduced  their  reliance  on  trade  taxes,  but 
most  still  need  a  greater  degree  of  xinilateral  tariff  reduction 
before  they  can  accept  the  fiscal  consequences  of  economic 
integration  (see  table  5.11). 

Seventh  indicator;  functioning  democracy 

To  build  a  successful  Western  Hemisphere  free  trade  area, 
governments  must  be  able  to  implement  and  then  sustain  a  program 
of  trade  and  investment  reforms.   This  involves  a  two-stage 
process:   first,  to  gain  adequate  domestic  support  to  spark  the 
reform  program,  and  then  to  manage  the  political  difficulties 
that  inevitably  arise  from  the  resulting  redistribution  of  income 
within  the  country.   Political  stability  and  political  pluralism 


''"'   Reduction  of  international  trade  taxes  can  raise  the 
more  fundamental  issue  of  basic  tax  reform.   Many  developing 
countries  are  burdened  by  inefficient  and  regressive  tax  systems; 
the  integration  process  may  yield  an  important  benefit  by 
spurring  national  efforts  to  rethink  the  fiscal  structure. 
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are  both  key  ingredients  in  sustaining  trade  reforms. 

In  some  instances  political  change  may  be  necessary  in  the 
initial  phase,  to  alter  the  status  quo  and  create  a  window  of 
opportunity  for  dramatic  economic  reform.   In  4  of  the  15  cases 
of  sustained  liberalization  documented  by  the  World  Bank,  the 
reform  programs  followed  a  change  in  regime.''®  But  continuous 
political  instability  can  be  a  leading  indicator  of  erratic 
economic  policies.   Erratic  economic  policies  in  turn  discourage 
investment  and  inhibit  growth,  making  it  more  difficult  to 
inaugurate  a  policy  of  trade  and  investment  reform. 

The  sustainability  of  trade  reforms  is  a  separate  and 
usually  more  difficult  problem  than  the  initial  inauguration. 
Trade  liberalization  often  increases  the  income  gap  between  rich 
and  poor.   Reforms  can  shift  a  larger  share  of  income  to  capital, 
making  capital  assets  more  valuable,  enriching  the  wealth-holders 
at  the  pinnacle  of  society,  and  perhaps  (with  the  sale  of  public 
enterprises)  furthering  the  concentration  of  asset  holdings  among 
a  few  large  groups.   At  the  same  time,  reforms  will  often  create 
new  employment  opportunities  for  high-skilled  workers,  bidding  up 
their  wages.   Meanwhile  the  ranks  of  low-skilled  workers  may  be 
swollen  by  migration  from  rural  to  urban  sectors,  thus  dampening 
wage  gains  at  the  low  end  of  the  wage-scale.   This  last  tendency 
is  particularly  pronounced  when  trade  reform  liberalizes  an 
agriculture  sector  that  had  long  enjoyed  protection  from  world 


''^  Michael  Michaely,  Demetrius  Papageorgiou,  and  Armeane  M. 
Choksi,  editors.  Liberalizing  World  Trade:  Lessons  of  Experience 
in  the  Developing  World.  1991,  v.  7. 
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markets . '' 

Trade  liberalization  thus  poses  a  stark  political  challenge 
to  government  leaders.   If  trade  and  investment  reforms  are  to  be 
sustained,  government  needs  to  balance  the  business  demands  for 
stable  policies  with  the  public  demands  for  more  equitable  income 
distribution. 

What  type  of  regime  is  best  suited  to  manage  this  tightrope 
act?  The  World  Bank  study  of  liberalization  episodes  in  the 
postwar  era  gives  an  ambiguous  answer  for  the  launching  of 
reforms.   Chile,  Korea  and  Taiwan,  for  example,  all  embarked  on 
the  path  of  economic  reform  while  military  or  authoritarian 
governments  were  in  power.   But  the  World  Bank  study  shows  that 
successful  episodes  that  were  sustained  over  a  period  of  time 
have  been  associated  with  complementary  political  reforms.   Among 
the  15  countries  that  experienced  sustained  or  partially 
sustained  liberalization  episodes,  a  large  majority  started  with 
authoritarian  regimes  but  almost  all  subsequently  adopted 
democratic  reforms.   In  short,  economic  liberalization  breeds 
political  pluralism.   Among  the  Latin  American  countries,  every 
successful  episode  studied  by  the  Bank  (Chile,  Colombia,  Uruguay) 
eventually  produced  democratic  elections,  although  political 


'^  On  31  December  1993,  an  insurrection,  claimed  four 
municipalities  in  the  State  of  Chiapas  (San  Cristobal,  Ocosingo, 
Las  Margaritas,  and  Altamiro) .   This  region  has  traditionally 
been  one  of  the  poorest  of  the  country.   While  the  insurrection 
essentially  represents  a  protest  against  concentrated  land 
ownership,  extensive  political  corruption,  and  limited  public 
spending  on  roads  and  other  infrastructure,  it  also  posts  a 
warning  against  the  possible  adverse  effects  of  NAFTA  on  the 
impoverished  rural  economy. 
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reform  lagged  economic  liberalization  by  several  years. 

Mexico  was  not  included  in  the  World  Bank  study,  but 
interestingly,  Mexico  seems  to  fit  the  study's  success  profile. 
Mexican  politics  have  long  been  dominated  by  a  single  party,  the 
PRI;  only  in  recent  years  have  the  opposition  parties  effectively 
engaged  in  competitive  elections.   Since  the  economic  reform 
program  gained  momentum  in  the  late  1980s,  the  PRI  has  negotiated 
extensive  electoral  reforms  with  the  main  opposition  parties,  and 
has  even  conceded  questionable  elections  to  opposition 
candidates.   While  democratic  traditions  are  not  strong  or  deep 
in  Mexico,  they  seem  to  be  taking  root.^° 

In  sum,  the  readiness  of  a  country  to  engage  in  Western 
Hemisphere  free  trade  talks  will  depend  importantly  on  the  degree 
to  which  it  has  developed  a  stable  and  pluralistic  political 
regime.   Autocratic  regimes  may  be  well-suited  to  force  the 
inauguration  of  trade  reforms,  but  a  democratic  regime  seems 
better  able  to  manage  the  political  differences  that  inevitably 
arise  from  the  resulting  redistribution  of  income  and  dislocation 
of  industries  within  the  country,  and  thus  to  sustain  those 
reforms  over  time.   Moreover,  democratic  regimes  are  inherently 
more  appealing  to  the  United  States  and  Canada,  and  increasingly 
to  all  members  of  the  Organization  of  American  States.   The 
Clinton  Administration  has  explicitly  stated  that  respect  for 
democracy  will  be  an  important  factor  in  the  US  decision  to  open 


^°  The  August  1994  Presidential  election  will  be  a  good  test 
of  this  thesis. 
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negotiations  with  a  prospective  partner. 

A  democratic  regime  is  important  for  another  reason. 
Economic  integration  in  the  Western  Hemisphere  will  necessarily 
be  based  on  a  commitment  to  a  body  of  rules  and  to  the  protection 
of  property  rights.   As  Stephan  Haggard  notes,  "[tlhe  absence  of 
law  and  clearly  enforced  property  rights  reduces  predictability, 
increases  transactions  costs,  and  negatively  affects  the 
propensity  of  firms  and  individuals  to  take  risks  regardless  of 
the  nature  of  the  economic  system". ^^  Each  participant  in  a 
prospective  Hemispheric  trade  pact  will  thus  need  to  ensure  that 
its  administrative  and  legal  systems  are  able  to  extend  the 
rights  and  benefits  of  the  agreement  to  other  countries,  and  to 
offer  protection  of  those  rights  in  its  own  territory. 


^^  Stephan  Haggard,  "Democracy  and  Economic  Development:   A 
Comparative  Perspective,"  Democratic  Institutions,  vol.  1,  1992, 
New  York:   Carnegie  Council  on  Ethics  and  International  Affairs, 
p.  50. 
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TESTIMONY  BEFORE  THE  HOUSE  COMMITTEE  ON  SMALL  BUSINESS 

FEBRUARY  23,  1994 

GIORDANO  A,  CHIARUTTINI 

DEPUTY  DIRECTOR,  OFFICE  OF  INTERNATIONAL  TRADE 

U.S.  SMALL  BUSINESS  ADMINISTRATION 

Mr.  Chairman  and  Members,  thank  you  for  the  opportunity  to 
appear  before  you  today.   I  am  Giordano  A.  Chiaruttini,  Deputy 
Director  of  the  SBA's  Office  of  International  Trade  (OIT) .  I  am 
honored  to  present  the  following  information  on  the  Organization 
for  Economic  Cooperation  and  Development  (OECD)  and  the  Asia 
Pacific  Economic  Cooperation  (APEC)  initiatives  on  Small  and 
Medium-sized  Enterprises  (SMEs) . 

Introduction 

The  Committee's  focus  on  the  SME  initiatives  of  the  OECD  and 
APEC  nations  seems  both  appropriate  and  timely. 

Many  Western  European  and  Asian  governments  are  just 
beginning  to  discover  what  the  United  States  has  known  for  a  long 
time:   small  businesses  are  the  job  creators  and  product 
innovators  of  a  healthy  economy.   Small  businesses  are  quick  to 
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respond  to  market  changes  and  are  efficient  users  of  an  economy's 
financial  capital  and  other  production  resources. 

Between  1987  and  1992,  U.S.  small  businesses  created  100 
percent  of  all  net  new  jobs  in  this  country.   They  provide  the 
majority  of  market  innovations  and  account  for  more  than  50 
percent  of  America's  gross  domestic  product. 

The  U.S.  small  business  experience  can  serve  as  an 
appropriate  model  to  other  nations,  as  they  search  for  ways  to 
boost  employment  in  their  own  economies  and  prepare  for  the  ever- 
increasing  competition  in  the  global  marketplace. 

Small  businesses  have  assumed  a  greater  role  in  the  U.S. 
economy  in  recent  years,  as  a  fundamental  shift  toward  greater 
employment  in  services  has  occurred.   Manufacturing  employment 
continues  to  shrink,  largely  because  of  more  efficient  production 
technology  and  increased  labor  productivity.   At  the  same  time, 
demand  for  services  has  increased,  especially  for  personnel 
services,  social  and  health  care  services  and  education.   All  of 
these  are  the  clear  domain  of  small  businesses. 

Large  manufacturing  corporations  in  foreign  economies  are 
doing  the  same  thing  as  their  counterparts  in  the  United  States: 
applying  advanced  technology  and  more  efficient  management 
systems  to  achieve  better  production  economy.   The  end  result  is 
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the  downsizing  of  their  work  forces;  that  is,  jobs  are  being 
lost — not  created. 

Many  other  nations  are  realizing  that  they  can  no  longer 
rely  on  large  quasi-state  corporations  and  protective  labor 
unions  to  preserve  and  replenish  their  employment  base.  Many 
OECD  countries  and  the  APEC  seem  to  be  converging  on  the  same 
conclusion  simultaneously.  That  is,  they  are  recognizing  the 
growing  importance  of  SMEs  and  are  trying  to  learn  how  to  better 
nurture  their  development. 

The  United  States  possesses  a  deep  pool  of  small  business 
experience  and  success  from  which  to  draw.   At  the  same  time, 
many  OECD-member  countries  and  the  APEC  are  searching  for  new 
ways  to  become  more  productive,  as  they  realize  what  a  powerful 
competitive  and  job-creating  force  small  and  medium-sized 
businesses  can  be. 

Clearly,  a  close  affiliation  between  the  United  States  and 
its  OECD  and  APEC  partners  on  the  issue  of  the  globalization  of 
small  businesses  can  be  of  mutual  benefit.  The  United  States  can 
both  contribute  to  and  learn  from  what  the  European  and  Asian 
economies  are  doing  now  and  will  do  in  the  future.  At  the  same 
time  we  can  provide  information  and  assistance  to  our  own  small 
businesses  on  how  they  can  compete  more  effectively  in  the  global 
arena. 
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For  the  purposes  of  this  testimony,  I  have  divided  my 
comments  into  two  parts.   In  part  one  I  describe  the  OECD,  how 
its  Industry  Committee  established  a  separate  Working  Party  on 
Small  and  Medium-sized  Enterprises  (SMEs)and  how  the  U.S.  Small 
Business  Administration  (SBA)  became  involved.   In  this  section, 
I  describe  the  newly  formed  OECD  Working  Party  on  SMEs,  its  goals 
and  what  role  the  SBA  might  play  in  that  forum  in  the  future. 

In  part  two  I  briefly  describe  the  SBA's  interest  in  APEC 
and  suggest  some  possible  links  to  its  proposed  SME  initiatives. 
The  APEC  SME  cooperative  efforts  are  not  as  far  along  as  those  of 
the  OECD;  my  comments  will  reflect  what  I  have  learned  about  the 
APEC  effort  mostly  through  its  U.S. -drafted  reports  and  meetings 
held  by  other  U.S.  agencies  on  the  subject. 

OECD:  Origins  of  the  Industry  Committee's  Working  party  on  SMEs 

The  OECD,  part  of  the  system  of  Western  international 
institutions  developed  after  World  War  II,  is  the  main  forum  for 
monitoring  economic  trends  in  its  24  member-countries,  the  free 
market  democracies  of  North  America,  Western  Europe  and  the 
Pacific.   It  is  in  the  OECD  that  government  representatives  meet 
to  compare  and  coordinate  their  domestic  and  international 
policies.   The  OECD  goals  and  responsibilities  include:  1.) 
achieving  the  highest  sustainable  growth  and  development;  2.) 
promoting  social  and  economic  welfare  throughout  the  OECD  area; 
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and  3.)  stimulating  and  harmonizing  its  members  efforts  in  favor 
of  developing  countries. 

Their  discussions  are  supported  by  the  analytic  work  of  the 
OECD  Secretariat,  which  maintains  the  largest  source  of 
comparative  data  on  industrial  economies. 

In  March  1993,  the  OECD  approached  the  SBA  about  supporting 
the  formation  of  the  working  party  on  SMEs,  which  would  fall 
under  the  aegis  of  the  OECD's  Industry  Committee  (the  Secretariat 
of  this  Committee  is  the  OECD  Directorate  for  Science,  Technology 
and  Industry.)  The  creation  of  the  Working  Party  on  SMEs 
testifies  to  the  increasing  interest  of  member-governments  in 
this  area.  The  OECD  is  playing  a  leading  role  in  this  forum  for 
policy-makers  to  provide  an  international  perspective  on  the  SME 
issue.   It  is  also  playing  a  key  part  in  researching  short  and 
long-term  issues  related  to  SMEs. 

In  September  1993,  the  SBA  agreed  to  support  the  Working 
Party  in  the  form  of  a  $44,000  transfer  to  the  OECD  as  the  United 
States'  voluntary  contribution  to  the  newly  formed  committee  for 
calendar  year  1994.   In  December,  those  funds  were  transferred 
from  the  SBA's  Office  of  Advocacy  and  Office  of  International 
Trade  to  the  OECD  Budget  Office.   OIT  and  Advocacy  divided  the 
voluntary  costs  because  of  their  respective  interests  in  and  work 
on  the  globalization  of  small  firms. 
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In  October,  I  attended  the  inaugural  meeting  of  the  Working 
Party  on  SMEs  at  OECD  headquarters,  Paris,  as  the  United  States 
delegate.   The  purpose  of  that  meeting  was  to  establish  a  work 
program  for  the  Working  Party  for  calendar  years   1S94,'95  and 
'96  and  to  elect  a  Chairman  and  four  Vice  Chairs  for  the  new 
committee. 

The  SME  Working  Party  is  chaired  by  Ian  Donald,  Director 
General,  Entrepreneurship  and  Small  Business  Office,  Canada.   The 
Vice  Chairs  are  filled  by  representatives  from  Australia,  France, 
Finland  and  the  United  States.  The  role  of  the  four  Vice  Chairs 
is  to  advise  the  Chair  and  support  the  Secretariat  in 
establishing  and  implementing  the  Working  Party  program. 

The  Working  Party  has  agreed  to  four  activities  for  their  work 

program : 

1.)  Best  Practices  in  SME  policies:  financing;  management 
capabilities;  business  environment;  and  access  to  markets; 

2.)  Creation  of  an  SME  Information  Database; 

3.)  Define  and  implement  activities  to  assist  the  SME  sector 
of  Eastern  European  economies  in  transition;  and 

4 . )  Cooperate  with  the  Industry  Committee  to  develop  a 
statistical  database  on  SMEs. 
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At  the  May  2-3  meeting,  the  United  States  will  present  a  paper  on 
export  financing  for  U.S.  small  businesses;  the  United  Kingdom 
will  present  one  on  export  financing  for  their  small  firms. 

In  addition  to  these  papers,  the  SBA  is  also  working  with 
the  staff  of  the  Secretariat  of  the  OECD  Working  Party  to 
establish  a  pilot  SME  Information  Database. 

SBA's  Office  of  Information  and  Resource  Management,  our 
computer-comm.unications  staff,  is  working  with  OECD 
communications  staff  to  furnish  electronic  data  on  U.S.  small 
businesses  and  SBA  programs  and  policies.   The  OECD 
communications  team  will  demonstrate  this  pilot  system  at  the  May 
2-3  meeting. 

The  ultimate  outcome  of  the  Information  Database  will 
consist  of  information  provided  by  member-countries  and  other 
outside  resources.   Initially  this  database  will  be  available 
only  to  OECD  member-governments.   However,  it  is  conceivable  that 
this  information  could  be  accessed  by  the  soon-to-be-expanded 
U.S.  Export  Assistance  Centers  (USEACs)  that  have  been 
established  to  help  American  businesses  enter  international 
markets. 

Participating  member-countries  would  enjoy  the  same  access 
privileges.  Eventually,  with  the  consent  of  the  Working  Party 
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delegates,  this  information  could  be  made  available  directly  to 
individual  small  firms.   This  arrangement,  however,  would  have  to 
be  worked  out  at  a  later  date. 

In  addition  to  its  direct  support  of  the  SME  Working  party, 
in  the  last  six  months  two  other  SBA  offices  have  participated  in 
OECD-related,  small  business  events. 

In  November,  Betsy  Myers,  Director,  Office  of  Women's 
Business  Ownership  (OWBO) ,  represented  the  SBA  at  an  OECD- 
sponsored  conference  on  women's  business  development.   Ms.  Myers 
accepted  an  invitation  to  attend  the  conference  from  the  U.S. 
Department  of  Labor's  Women's  Bureau.  The  conference  agenda 
covered  a  range  of  topics  such  as  micro-enterprise  development, 
revolving  loan  funds  and  joint  venture  development.  The  purpose 
of  the  conference  coincides  with  earlier  initiatives  by  the  OWBO 
to  involve  more  American  women  business  owners  in  international 
trade . 

In  December,  Doris  Freedman,  Acting  Chief  Counsel  for  SBA's 
Office  of  Advocacy,  addressed  a  world  conference  held  in  Sydney, 
Australia.   The  topic  of  the  conference  was  "Small  and  Medium- 
Sized  Enterprises  and  Job  Creation:  Strategic  Issues  for  Business 
and  Government."   Representatives  from  24  nations  met  and 
discussed  the  role  of  government  in  fostering  job  creation  and 
the  effectiveness  of  the  job  creation  programs  of  the  attending 
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governments.   The  conference  was  organized  by  the  Australian 
government  (the  Department  of  Industry,  Technology  and  Regional 
Development)  under  the  auspices  of  the  OECD  and  was  convened  by 
the  Australian  National  Small  Business  Centre.  The  Centre 
sponsored  Ms.  Freedman's  trip  to  Sydney  because  of  SBA's  key  work 
in  documenting  the  role  of  small  business  in  the  U.S.  economy. 

The  initial  goals  of  the  SME  Working  Party  are  modest  and 
practical.   Once  accomplished,  these  goals  can  be  enhanced,  as 
more  member  nations  realize  the  importance  of  participating  in  a 
forum  where  comparable  problems  and  solutions  can  be  shared  to 
resolve  job  creation  and  competition  issues. 


APEC 


The  Asia  Pacific  Economic  Cooperation  (APEC)  is  comprised  of 
17  Pacific  nations  that  are  taking  a  regional  approach  in 
addressing  common  economic  issues  and  problems. 

To  date,  SEA  has  had  limited  involvement  in  the  APEC  SME 
process.   In  November,  the  Office  of  International  Trade  (OIT) 
provided  SBA  program  information  to  the  U.S.  Department  of 
Commerce  and  the  United  States  Trade  Representative's  (USTR) 
Office  of  Asia  Pacific  for  the  APEC  Customs-Trade  Symposium, 
November  15-16,  in  Seattle,  Washington. 
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Included  in  that  information  was  a  brief  description  of  a 
newly  funded  SBA  program  called  UNISPHERE,  a  non-profit 
organization  that  acts  as  a  joint  venture/strategic  alliance 
broker  between  U.S.  small  businesses  and  foreign  businesses. 
This  pilot  project  was  funded  by  OIT  in  accordance  with  the  Trade 
and  Competitiveness  Act  of  1988  that  mandates  "catalyzing  the 
formation  of  joint  ventures." 

After  the  Seattle  event,  SBA  and  UNISPHERE  briefed  the 
Department  of  Commerce  (DOC)  and  USTR  on  UNISPHERE'S  goals  and 
the  possible  role  it  might  play  in  APEC's  proposed  new 
initiatives  on  SMEs.   UNISPHERE  furnishes  a  unique  service  that, 
to  my  knowledge,  is  not  available  from  any  other  U.S.  source. 
With  the  proper  resources  and  support,  UNISPHERE  could  serve  as 
an  excellent  bridge  between  U.S.  small  businesses  ready  to 
participate  in  joint  ventures  and  their  Asian  counterparts 
willing  to  partner  with  American  firms.  SBA  is  continuing  to  work 
with  UNISPHERE  to  obtain  additional  support  from  other  Federal 
agencies  and  from  the  private  sector. 

During  meetings  with  USTR,  the  Department  of  State  and  DOC, 
there  was  discussion  on  the  possibility  of  replicating  within  the 
APEC  some  of  the  practices  that  are  being  introduced  at  the  OECD 
SME  Working  Party — an  accessible,  on-line  information  data  base 
and  the  sharing  of  Best  Practices  among  member  nations.  That 
discussion  still  continues. 
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Conclusion 

My  brief  involvement  with  one  small  part  of  the  OECD  and  my 
very  limited  exposure  to  U.S.  efforts  in  APEC's  proposed  SME 
initiatives  seem  to  indicate  that  industrialized  and  developing 
nations  are  realizing  the  strong  and  growing  economic  potential 
of  SMEs.   They  are  looking  to  SMEs  to  create  more  productive  and 
competitive  economies,  while  creating  more  jobs. 

The  small  business  experience  in  the  United  States  provides 
an  excellent  source  of  successful  examples  about  how  small  firms 
have  made  a  major  impact  on  a  healthy,  growing  economy.   It  is  an 
area  in  which  the  United  States  certainly  has,  and  should 
maintain,  a  leadership  role. 

To  date,  SBA's  Office  of  International  Trade  has  had  the 
primary  role  within  the  SBA  of  monitoring  the  SME  activities  of 
the  OECD  and  APEC.   However,  staff  and  funds  limit  our  ability  to 
participate  in  and  contribute  to  what  is  happening  in  those 
arenas. 

We  recognize  the  importance  of  the  SME  initiatives  taking 
place  in  the  APEC  and  OECD  countries,  and  we  will  continue  to 
contribute  to  U.S.  efforts  where  appropriate  and  where  we  are 
needed . 
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I  thank  the  Committee  for  the  opportunity  to  present  my 
comments  today,  and  I  appreciate  your  interest  in  the 
globalization  of  small  and  medium-sized  enterprises  and  how  that 
phenomenon  will  affect  U.S.  small  businesses. 
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Testimony  of  Sandra  O'Leary 

Deputy  Assistant  Secretary  of  State 

for  East  Asian  and  Pacific  Affairs 

Before  the 

House  of  Representatives  Committee  on  Small  Business 

February  23,  1994 

Thank  you  for  this  opportunity  to  speak  about  the  Asia 
Pacific  Economic  Cooperation  forum,  or  APEC.   This  year,  APEC 
is  beginning  to  place  substantial  importance  on  the  development 
of  small  and  medium-sized  enterprises,  or  SMEs .   In  my 
testimony,  I  plan  to  tell  you  about  APEC  and  about  APEC ' s 
accomplishments  at  meetings  held  last  November  in  Seattle  and 
earlier  this  month  in  Jakarta,  and  explain  APEC's  plans 
regarding  SMEs. 


APEC 


The  APEC  forum  is  building  on  the  dramatic  economic 
transformation  of  the  Asia  Pacific  region.   Since  its 
establishment  in  1989,  APEC  has  evolved  into  the  most  promising 
forum  we  have  to  promote  greater  economic  cooperation  and  trade 
liberalization  in  the  region. 

APEC's  basic  objectives  are  stated  in  the  1991  Seoul 
Ministerial  Declaration  to:  sustain  growth  and  development  of 
the  region;  enhance  the  positive  gains  from  increasing  economic 
interdependence;  develop  and  strengthen  the  open  multilateral 
trading  system;  and  reduce  regional  barriers  to  trade  and 
investment  consistent  with  GATT  principles. 
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Last  year  at  the  APEC  ministerial  in  Seattle,  which 
culminated  the  U.S.  year  as  chair,  APEC  members  took  important 
steps  to  strengthen  the  organization,  make  it  increasingly 
relevant  to  the  real  work  of  the  region's  businessmen  and 
women,  and  to  work  toward  a  more  open  and  collaborative 
Asia-Pacific  economic  community. 

At  Blake  Island  near  Seattle,  President  Clinton  also  hosted 
an  unprecedented  meeting  of  the  economic  leaders  of 
Asia-Pacific.   The  meeting  reflected  the  emergence  of  a  new 
voice  for  the  region  and  an  opportunity  to  build  a  new 
foundation  that  harnesses  the  energy  of  these  diverse  and 
dynamic  economies.   The  Blake  Island  meeting  was  limited  to 
leaders  only  and  was  held  in  a  very  informal  atmosphere.   Their 
discussion  centered  on  economic  challenges,  national 
priorities,  and  mechanisms.   The  Leaders  developed  a  broad 
range  of  initiatives  that  will  build  on  the  spirit  of  openness 
and  cooperation  and  contribute  to  the  economic  growth  and 
well-being  of  the  entire  Pacific  basin. 

These  initiatives  include  the  convening  of  a  meeting  of 
APEC  Finance  Ministers  to  discuss  broad  economic  issues;  the 
establishment  of  a  Pacific  Business  Forum  in  which  senior 
business  representatives  will  identify  issues  APEC  should 
address  to  facilitate  regional  trade  and  investment;  the 
establishment  of  an  APEC  Education  Program  to  develop  regional 
cooperation  in  higher  education;  the  establishment  of  an  APEC 
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Business  Volunteer  Program  to  promote  cooperation  in  human 
resource  development;  the  convening  of  APEC  ministers  involved 
with  small  and  medium-sized  business  enterprises  to  discuss 
ways  to  improve  the  environment  for  the  operation  of  these 
enterprises;  the  development  of  a  non-binding  code  of 
principles  covering  investment  issues;  an  initiative  to  develop 
APEC's  policy  dialogue  and  action  plan  for  conserving  energy, 
improving  the  environment,  and  sustaining  economic  growth;  and 
the  establishment  of  a  center  to  facilitate  the  exchange  of 
technology  and  technology  management  skills  among  APEC  members. 

The  meetings  in  Seattle  energized  APEC.   APEC  has  entered  a 
new  era  where  all  members,  from  Leaders  on  down,  recognize  the 
benefits  of  economic  cooperation  and  now  want  to  get  things 
done.   APEC's  work  in  fostering  regional  trade  and  investment 
liberalization  is  making  considerable  progress  with  the 
adoption  in  Seattle  of  the  Declaration  on  an  APEC  Trade  and 
Investment  Framework  and  the  associated  1994  work  program. 

The  Framework  established  a  Committee  on  Trade  and 
Investment  (CTI)  that  will  serve  as  the  central  focus  for  trade 
and  investment  work  and  examine,  among  other  things,  regional 
trade  and  investment  barriers  and  ways  to  reduce  the 
transaction  costs  of  doing  business  in  the  region. 

APEC  has  already  undertaken  work  in  examining  the 
feasibility  of  establishing  an  electronic  tariff  database  for 
APEC  members;  publishing  descriptions  of  regional  customs 


85 


procedures  and  practices;  identifying  administrative  barriers 
to  market  access;  and  publishing  a  guidebook  on  regional 
investment  regulations  based  on  surveys  of  member  economies  and 
the  private  sector.   Work  this  year  must  build  on  these 
information  and  transparency  exercises  and  produce  substantive 
results. 


APEC's  Working  Groups:   Practical  Collaboration 

The  focus  of  APEC's  ten  working  groups  is  to  develop 
economic  cooperation  initiatives  and  activities  with  real 
benefits  to  the  private  sectors  of  member  economies.   New 
business  opportunities  for  Americans  are  being  created  through 
on-going  APEC  collaborative  work  projects  in 

telecommunications,  energy  efficiency,  clean  coal  technology, 
education  and  training,  transportation,  tourism,  fisheries  and 
marine  resources,  and  trade  and  investment  facilitation.   For 
example : 

—   The  Energy  Working  Group  is  actively  promoting  clean  coal 
technology,  energy  efficiency,  and  use  of  alternative  fuels 
through  seminars  and  workshops; 

--   The  Marine  Resources  Conservation  Working  Group  is  studying 
Red  Tide  and  Toxic  Algae; 
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The  Fisheries  Working  Group  is  looking  at  ways  to  prevent 
over-exploitation  of  the  living  resources  of  the  world's 
oceans ; 

The  Human  Resources  Development  Working  Group  is  working 
with  governments,  academia  and  the  business  sector  to 
survey  the  training  and  educational  needs  of  the  region  and 
to  identify  solutions; 

The  Telecommunications  Working  Group  has  worked  closely 
with  the  private  communications  sector  and  members' 
telecommunications  authorities  to  produce  a  seminal 
telecommunications  guide  to  member  economies; 

The  Transportation  Working  Group  is  surveying 
transportation  bottlenecks  in  the  region; 

The  Trade  Promotion  Working  Group  will  hold  the  first  APEC 
Trade  Fair  in  Osaka,  Japan  in  October  of  1994; 

The  Investment  and  Industrial  Science  and  Technology 
Working  Group  is  working  on  an  investment  and  technology 
information  network  for  the  region  to  promote  greater 
investment  and  technology  transfer;  and 

The  Tourism  Working  Group  is  studying  one  of  the  region's 
potential  growth  industries,  focusing  on  data  exchange,  and 
barriers  to  expansion  and  training. 
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Business  Sector  Involvement 

A  major  U.S.  and  APEC  goal  is  to  increase  private  sector 
involvement,  including  small  and  medium-sized  enterprises, 
which  helps  to  ensure  that  APEC ' s  work  is  relevant  to  real 
world  problems.   Business  provides  the  expertise  and  resources 
necessary  for  APEC  to  achieve  its  objectives  and  can  become  a 
key  constituency  for  APEC. 

In  some  Working  Groups,  private  sector  participants  share 
their  experiences  and  frustrations  of  operating  within  the 
region,  offer  solutions,  and  help  Working  Groups  facilitate 
transfer  of  technology  and  know-how.   For  example: 

The  private  sector  has  worked  closely  with  the 
telecommunications  group  to  brief  APEC  members  on  ways  to 
rationalize  their  telecommunications  infrastructure.   And 
business  groups  have  actively  participated  in  meetings  of  the 
Transportation  Working  Group  which  examines  ways  to  alleviate 
the  transportation  bottlenecks  in  the  region. 

A  number  of  business  organizations  have  been  invited  to 
attend  working  group  meetings,  including  the  Pacific  Asia 
Travel  Association  at  a  recent  meeting  of  the  Tourism  Working 
Group. 

Other  Working  Groups  are  working  to  strengthen  APEC-private 
sector  linkages.   In  addition  to  a  broad  range  of  individual 


88 


companies,  U.S.  business  organizations  which  have  indicated  an 
interest  in  APEC ' s  work  include  the  U.S. -ASEAN  Council,  the 
U.S.  Chamber  of  Commerce,  the  National  Association  of 
Manufacturers  and  the  U.S.  sections  of  the  Pacific  Economic 
Cooperation  Council  (PECC)  and  the  Pacific  Basin  Economic 
Council  (PBEC) .   We  would  welcome  other  private  sector  interest 
in  working  with  APEC. 


APEC  Priorities  for  1994 

As  the  chairmanship  has  passed  to  Indonesia,  our  key 
objectives  are  to  maintain  the  momentum  from  Seattle  and  to 
ensure  thorough  follow-up  on  all  initiatives  from  the  Ministers 
and  the  Leaders.   We  will  work  with  our  APEC  colleagues  to 
energize  the  Committee  on  Trade  and  Investment  and  its  work 
program  in  1994,  and  a  meeting  of  APEC  Trade  Ministers  later 
this  year,  as  called  for  by  Ministers  in  Seattle. 

We  will  also  follow-up  on  many  of  the  Eminent  Persons  Group 
(EPG)  recommendations,  for  short  and  medium-term  initiatives. 
The  EPG  is  also  further  developing  its  longer  term 
recommendations,  including  recommendations  for  possible  APEC 
work  on  su-ch  issues  as  competition  policy. 

Indonesia  has  outlined  priorities  for  APEC  in  1994  in  four 
areas:   human  resources  development,  strengthening  the  role  of 
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the  private  sector  in  APEC,  promotion  of  small  and  medium-sized 
enterprises,  and  regional  cooperation  to  improve 
infrastructure.   We  see  numerous  positive  linkages  between 
these  issues,  and  will  be  working  closely  with  Indonesia  and 
other  APEC  members  to  strengthen  regional  cooperation  in  these 
areas  . 


Results  of  the  Jakarta  Senior  Officials  Meeting 

From  February  2  to  4  in  Jakarta,  Indonesia  hosted  the  first 
of  four  senior  officials  meetings  (SOMs) .   The  next  three  SOMs 
will  be  in  Indonesia  during  the  weeks  of  May  16,  September  5, 
and  finally  just  before  the  APEC  Ministerial  meeting  in 
November . 

The  Jakarta  SOM  marked  a  smooth  transition  from  the  U.S.  to 
Indonesian  chair  of  the  organization  and  was  a  indicator  that 
the  momentum  achieved  in  the  Seattle  meetings  will  continue 
toward  substantive  outcomes.   It  showed  that  the  Blake  Island 
Leaders  meeting  brought  APEC  into  a  new  phase,  from  a 
preoccupation  with  what  APEC  should  be  as  an  institution  to  a 
focussed  effort  on  what  APEC  can  do  under  an  increasingly 
complex  and  substantive  program  involving  APEC ' s  Committee  on 
Trade  and  Investment,  Ad  Hoc  Economic  Trends  and  Issues  Group, 
and  ten  working  groups. 
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A  major  accomplishment  in  Jakarta  was  the  successful 
launching  of  the  new  Committee  on  Trade  and  Investment  and  its 
10-point  work  program  including  customs,  tariff  data  base, 
investment,  administrative  aspects  of  market  access,  standards 
and  conformance,  implementation  of  the  GATT  Uruguay  Round 
provisions,  and  small  and  medium-sized  enterprises. 

Several  highlights  the  CTI  meeting  included  agreement  to  a 
U.S.  proposal  to  convene  an  experts  meeting  to  review  APEC 
member  investment  regimes.   The  CTI  would  consider  binding  and 
non-binding  investment  approaches  as  well  as  investment 
facilitation  programs.   The  CTI  also  agreed  on  an  APEC 
standards  and  conformance  framework. 

Another  accomplishment  of  the  Jakarta  SOM  was  the 
establishment  of  the  new  APEC  Budget  and  Administrative 
Committee,  which  will  meet  soon  to  review  APEC ' s  budgetary 
procedures  and  make  recommendations  for  improving  APEC's 
administrative  and  operational  efficiency.   The  United  States 
was  selected  by  the  other  members  to  chair  this  important 
committee  this  year. 

There  was  a  fairly  extensive  discussion  of  follow-up  to  the 
Seattle  Leaders  Meeting  initiatives  and  planning  for  the  1994 
meeting  to  be  hosted  by  President  Soeharto  in  November.   Senior 
officials  agreed  that  the  Leaders'  priorities  initiatives 
should  be  fully  reflected  in  the  work  of  the  Senior  Officials 
Meetings . 
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In  Jakarta,  senior  officials  provided  advice  to  the  Eminent 
Persons  Group  (EPG)  on  the  longer  term  recommendations  in  the 
EPG  report.   They  recommended  that,  in  considering  longer  term 
regional  trade  liberalization,  the  EPG  take  into  account 
different  paths  toward  liberalization,  including  sectoral 
approaches;  the  broad  impact  of  the  Uruguay  Round  outcome;  and 
issues  arising  from  sub-regional  trade  agreements. 


Assessment  of  APEC  Members'  Small  Business  Objectives  and  Roles 
in  Ministerial  Preparations 

At  Blake  Island  last  November,  APEC  Leaders  agreed  to  a 
Japanese  proposal  for  a  small  and  medium-sized  enterprise 
initiative  which  would  concentrate  on  the  development  of  SME ' s 
manufacturing  and  assembly  capabilities. 

As  mentioned,  Indonesia  said  that  the  promotion  of  small 
and  medium  enterprises  would  be  one  of  their  four  priorities  in 
the  APEC  chair  in  1994. 

To  date,  APEC's  work  on  SMEs  is  still  very  preliminary.   We 
recognize  that  the  issue  is  important  to  all  APEC  members.   We 
will  spend  the  next  few  months  discussing  various  ideas  with 
other  APEC  members  and  seek  consensus  on  how  to  move  ahead  on 
this  issue.   We  will  be  happy  to  keep  you  informed  about  the 
direction  that  APEC  plans  to  take  this  year  as  we  organize  our 
thoughts  and  develop  our  work  program. 
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At  the  Jakarta  SOM,  senior  officials  urged  all  working 
groups  review  their  work  programs  to  ensure  that  their  work, 
where  possible,  reflect  the  priority  placed  on  SME ' s  by  APEC 
Leaders  and  Ministers.   An  experts  group  from  all  member 
economies  will  make  recommendations  to  senior  officials  on 
specific  APEG-SME  priorities  before  the  May  meeting.   Chinese 
Taipei  will  gather  and  disseminate  policy  level  information  in 
March  and  April  and  also  report  to  the  SOM  in  May. 

In  Jakarta,  there  were  a  number  of  ideas  discussed  by  APEC 
members,  all  agreed  on  the  importance  of  a  policy  dialogue 
focusing  on  "best  practices"  that  would  help  SMEs  compete  in  an 
increasingly  international  business  environment. 

SMEs  make  up  over  96  percent  of  firms  in  APEC  economies, 
according  to  a  recent  paper  prepared  for  the  Jakarta  SOM  by  the 
Pacific  Economic  Cooperation  Council  (PECC)  .   SMEs  employ  about 
60  percent  of  the  work  force  and  contribute  about  70  percent  of 
new  jobs  in  APEC  economies  as  a  whole,  according  to  PECC.   SMEs 
have  demonstrated  their  ability  to  adapt  rapidly  to  economic 
and  technological  change,  thereby  increasing  the  dynamism  of 
regional  economies.   SMEs  provide  a  significant 
"entrepreneurial  engine"  for  sustainable  economic  development 
and  for  adapting  to  changing  trade  patterns. 

PECC  described  several  structural  and  technological 
factors,  such  as  scale,  production  technology,  and  consumer 
diversity,  telecommunications,  standards,  organization,  and 
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regulatory  changes,  which  have  enhanced  SMEs '  ability  to 
compete  globally.   For  example,  large  economies  of  scale  are 
not  required  in  many  fast  growing,  high  value-added  industries, 
such  as  software  and  tourism.   SMEs  are  better  positioned  to 
supply  the  varied  and  niche  products  demanded  by  a  growing 
middle  class  in  the  region.   SMEs  can  take  advantage  of  new 
international  opportunities  because  of  advances  in 
telecommunications.   Organizational  forms  such  as  networks, 
strategic  alliances,  and  clusters  are  making  it  easier  for  SMEs 
to  compete  or  ally  with  large  firms. 

According  to  PECC,  the  most  dynamic  10  percent  of  SMEs  in 
APEC  economies  are  becoming  more  internationalized.   This 
"globalization"  takes  the  form  of  international  trade,  direct 
foreign  capital  investment,  transfer  of  management  skills,  and 
participation  in  corporate  structures  across  borders.   Building 
on  the  work  being  done  in  the  OECD,  some  APEC  members  have 
proposed  a  study  of  "best  practice"  policies  and  programs  which 
encourage  growth-oriented  SMEs.   The  study  would  also  examine 
how  to  raise  the  international  competitiveness  of 
domestically-oriented  SMEs. 

Other  ideas  include: 

a  framework  for  APEC  cooperation  on  SMEs  to  include  market 
access,  access  to  credit  and  capital,  access  to  technology, 
and  organizational  and  managerial  capabilities; 
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"action  programs"  to  develop  SMEs  in  agricultural,  wood 
products,  leather,  garment,  metal,  and  electronics 
industries;  and 


a  focus  on  removing  policy  biases  which  disadvantage  SMEs, 
the  challenges  of  new  technologies  for  SMEs,  exchange  and 
sharing  of  technical  resources,  and  institutional  support. 

As  one  of  the  Blake  Island  Leaders  Initiatives,  Japan  has 
proposed  to  host  an  SME  Ministerial  meeting  in  October  in 
Osaka.   Leaders  also  agreed  to  establish  a  Pacific  Business 
Forum  to  advise  APEC  which  is  expected  to  include  SME 
participants  as  well  as  representatives  from  large  businesses. 
In  November,  APEC  senior  officials  will  report  to  APEC 
ministers  about  what  has  been  accomplished  on  SMEs  across  the 
full  range  of  APEC  activities.   We  hope  this  work  will  add 
value  to  the  Leaders  discussions  in  November. 


How  the  U.S.  Can  Best  Influence  the  Small  Business  Program  in 
APEC 


The  importance  of  small  and  medium-sized  enterprises  in  the 
U.S.  is  well  known  to  you  and  guides  our  participation  in  this 
effort  in  APEC.  Ninety-nine  percent  of  all  U.S.  private  sector 
firms,  or  20.5  million  firms,  are  SMEs.  They  employ  57  percent 
of  the  American  private  work  force  and  constitute  53  percent  of 
all  sales,  about  50  percent  of  GDP,  100  percent  of  net  new  jobs 
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in  the  United  States  private  sector  from  1987-1992,  and  55 

percent  of  new  innovations.  We  are  interested,  therefore,  in 

pursuing  any  effort  that  may  increase  U.S.  jobs,  wealth,  and 

competitiveness  in  this  very  important  part  of  the  private 
sector . 

We  have  supported  the  idea  of  a  policy  review  along  the 
lines  of  the  OECD  globalization  study  already  underway.   Our 
general  approach  will  be  to  cooperate  fully  in  the  APEC 
effort.   We  anticipate  that  Japan,  Indonesia,  Chinese  Taipei, 
the  Philippines,  and  the  United  States  will  be  particularly 
active  on  this  issue.   We  believe  the  U.S.  has  extensive, 
relevant  experience  and  well-developed  programs  to  offer  to  a 
policy  dialogue  searching  for  "best  practices"  for  SME 
development  and  competitiveness  in  the  APEC  region. 

We  will  promote  greater  participation  by  SMEs  in  APEC 
programs,  encourage  U.S.  members  of  the  APEC  working  groups  to 
emphasize  SMEs  in  their  programs,  and  advocate  a  trade 
opportunities  network.   At  the  same  time,  we  believe  that  the 
exchange  of  ideas  with  other  APEC  members  --  who  are  among  the 
world's  most  dynamic  economies  --  will  also  potentially  benefit 
the  U.S.;  we  anticipate  receiving  useful  ideas  from  the 
experiences  of  other  APEC  members. 

We  look  forward  to  an  active  dialogue  with  Congress  and  the 
private  sector  as  we  develop  our  SME  agenda  and  other 
initiatives  throughout  APEC. 
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